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PREFACE 


In 1951 I was invited by Stockholms Enskilda Bank to write the bank’s 
history for publication on the occasion of the bank’s centenary in 1956. 
My task was to carry out the work according to strict scholarly principles. 
I was given a free hand in determining the form of the book and in 
choosing limiting dates for the study. The resultant Swedish work, Bank 
och industriellt genombrott, Stockholms Enskilda Bank kring sekel- 
skiftet 1900 (literally, Bank and industrial break-through, Stockholms 
Enskilda Bank around the turn of the century in 1900) was published 
in two volumes, Volume I in October 1956, Volume II in March 1960. 

This English volume is a somewhat shortened version of the Swedish 
work. Detailed footnote references to all the primary sources used in the 
research are given in the Swedish text; these have been omitted from the 
English book where footnotes are used only to indicate use made of 
earlier research or to provide explanations necessary for the non-Swedish 
reader. In addition, certain Appendices included in Volume I of the 
Swedish edition, giving detailed figures for deposits and bond business, 
have been omitted. In a number of places the text has been shortened 
through the exclusion of a certain amount of less essential detail. 

Many problems arise in having a work of this nature and length 
translated from one language to another, but great care has been taken 
by all concerned to convey as accurately as possible the exact nuances 
intended in the original Swedish. My frequent quotations from private 
letters raised particular difficulties; in order to retain something of the 
character of those letters, they have been translated literally, to the extent 
of keeping where necessary any grammatical errors and verbal puns 
contained in the original letters. 

As a general rule, all proper names have been retained in their original 
form, but one simplification has been used throughout the translation. 
From the 1870s the Scandinavian countries had a mint union involving 
a common currency based on gold; the basic coin was called in Sweden 


the krona, plural kronor, in Denmark and Norway the krone, plural 
kroner. Since the value of Swedish kronor and Danish and Norwegian 
kroner was identical throughout the period, there has been no need to 
distinguish between them and the Swedish spelling has been used to 
refer to the coinage of all three countries. 

The translation of the first eleven chapters was made by Mr. M. S. 
Lindahl of Basle, Switzerland and supervised by Dr. és. sc. pol. Erin 
E. Jucker-Fleetwood of the Basle Centre for Economic and Financial 
Research. The remainder of the book was translated by Mrs. Karin 
Elliott of Farthinghoe, Northants, Mr. G. Clayton, of Liverpool Univer- 
sity, has advised on the translation of the technical banking terms. Mr. 
Tore Petrén, of Stockholms Enskilda Bank, has carefully checked the 
translation for conformity with the Swedish original. The work of the 
translators has been co-ordinated and supervised by Mr. J. Potter, of 
the London School of Economics. Frequent consultations have been 
held between Mrs. Elliott, Mr. Potter and myself, in the course of which 
the whole translation has been examined in very great detail. I would 
like to express my gratitude to all those who have helped to make 
possible this English version of my book, thanking them in particular 
for the time they have spared and the great pains they have taken in 
what proved to be an extremely laborious task. 


Olle Gasslander 
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INTRODUCTION 


The historiography of Swedish banking consists mainly of the stories of 
individual institutions, from the time of their foundation up to the date 
of whatever anniversary or jubilee occasioned the writing of the work. 
Many of these monographs have been written by Sven Brisman, who is 
also the author of the only comprehensive account of the history of 
Swedish commercial banking. The long time periods which these ac- 
counts have had to cover and the discretion essential in presenting con- 
temporary issues have naturally resulted in certain lack of depth in these 
studies. What they have been mainly concerned with has been the or- 
ganisation of the banks and the various forms of activity in which they 
have been engaged; they give in addition a great deal of information 
about the founding of banks, the creation and the discontinuation of 
branch offices and amalgamations between banks. Historians of the 
development of banking pay special attention to the introduction of 
such new features as current, deposit, capital and savings accounts, 
the discounting of bills, the granting of loans against different forms of 
security, and the development of different types of credit account. They 
are for the most part concerned with the outward forms of the system, 
without throwing light on the question of the functions of a bank in 
economic life in general. The history of the Stockholms Enskilda Bank, 
written by Theodor Frélander but published anonymously in 1906 on 
the occasion of the bank’s jubilee, differs in certain significant respects 
from the other studies. It has a clear chronological pattern and certain 
important transactions are presented as landmarks in the historical 
erowth of the bank. The years after 1880, however, are presented so 
briefly and with so few details that they are not easily followed except by 
one who has also done research on the subject or else by a reader with 
inside knowledge. 

The character of these studies can be explained to a great extent by 
the sources which have been available to their compilers. The most im- 
portant of these have been the minutes of bank board meetings. Particu- 
larly in the earlier days, when a board really did conduct the affairs of 
a bank, these have much information to give. But as banks came to be 
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controlled by managing directors who gradually took over all responsi- 
bility for day-to-day affairs, board minutes began to contain less inter- 
esting material, as do the studies based on them. This was a develop- 
ment that occurred at different times in different banks, but towards 
the end of the 19th century it had become common practice. Banking 
statistics as well as other sources make it clear that it was not until 
after this period that the rapid expansion of commercial banking ac- 
tivities occurred, with the paradoxical result that, as more and more 
began to happen, less and less was set down in the records. The fact that 
the forms of banking up to this period have been reasonably well de- 
scribed, added to the fact that about the same time these forms were 
becoming stabilised, might easily leave the reader with the impression 
that subsequent developments resulted naturally from the industrial 
revolution which occurred at the turn of the century, and happened of 
their own accord. Indeed Brisman brought his general work on com- 
mercial banking to an end around 1895, arguing that by then the main 
problems of banking had been solved in principle and that in any case 
further quantitative analysis was impossible in view of the difficulty of 
examining contemporary sources. In consequence very little has been 
written about the part played by the banks in the economic revolution 
which took place in Sweden around 1900. 

The author’s intention in this work is to present a picture of the part 
played by Stockholms Enskilda Bank in this process of industrialisa- 
tion. Research has been limited very largely to the period 1886-1914, 
the first date the year in which A. O. Wallenberg died, the second the 
year of the outbreak of the first world war, which brought its own special 
problems, particularly in the movements of international capital. A limit- 
ed period has been chosen in order to widen and deepen the enquiry, and 
also to enable the author to consider not only technical banking problems 
but also the entrepreneurial functions which the leaders of the bank 
assumed and which were of great importance to the bank. Matters of 
this sort are the chief concern of this work and routine banking activities 
will be dealt with only cursorily. Full and detailed consideration is in any 
case hardly a practical possibility in view of the vast quantity of available 
material. 

The main theme of this book will therefore be the réle of the bank as 
an intermediary between those who could supply economic resources 
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and those who required them. It would be wrong to stop short at the 
point where the bank was granting loans from its own capital and from 
the funds deposited with it; what is of equal importance is to gain an 
understanding of the methods used to solve the problems involved in 
providing finance without straining the bank’s own resources, for in- 
stance by helping to place bonds and new issues of shares on the capital 
market. Industrialisation created a big demand for capital in Sweden, 
not only to finance industrial investment, but also to meet the conse- 
quential needs for transport, housing, sewerage and other urban ameni- 
ties. The provision of credit for such schemes gave plenty of scope to 
those institutions which were prepared to arrange it. The bank engaged 
in a good deal of business of this kind in which the need for funds had to 
be met as cheaply as possible. 

The leaders of the bank did not sit back quietly waiting for business. 
They went out and by their own enterprise created a considerable part 
of their clientéle. In short they were active in promoting the industrial 
revolution. Undertakings that were founded in this way with the bank’s 
help remained as clients after they were well established. It has often 
been difficult to decide how detailed a picture to present of the growth 
of firms of this sort, but the principle of the book has been to concen- 
trate on their financial practices at times when they faced the problem of 
raising large sums of money without having direct recourse to the capital 
market. Such situations arose usually during the early phases in the 
establishment of a new undertaking, but might also occur later at 
equally critical periods; they present the most interesting type of credit 
problem. They also gave the bank its best opportunities for earning— 
and losing—money. 

It would have been possible for a book of this nature to have been 
based on the personal reminiscences of the leading personalities con- 
cerned in the events, whether set down on paper a long time afterwards, 
handed down by word of mouth, or given to the author at interviews. In 
this work, however, evidence of that sort has hardly been used at all and 
only as a means of discovering what transactions were worth investigat- 
ing and where sources of further information were to be found. The 
account presented here is based wholly on the actual documents of the 
events themselves, contracts, ledgers, letter-books and other contem- 
porary records. 
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By far the most important source has been the archives of Stock- 
holms Enskilda Bank. Research there has not been easy owing to the 
fact that the records have been filed on a personal system, without any 
functional arrangement. In addition, records have been stored in several 
different places and have been moved about a good deal. These circum- 
stances, added to the sheer bulk of material in the bank’s archives, have 
meant that other sources have only rarely been consulted. Other Swedish 
banking histories have been written on very different principles and have 
not been of much use in comparing the activities of other banks with 
those of Stockholms Enskilda Bank. This account will only be con- 
cerned with events as they appeared to Stockholms Enskilda Bank. 

The most useful information has come from the correspondence files 
of the leading executives of the bank and the memoranda and reports 
which are available, above all for the period after 1900 when the statis- 
tical department was set up. Yet, although the course of events in any 
incident can be ascertained by carefully piecing together the relevant 
papers from this abundant supply, the whole picture may still fail to 
emerge. The researcher may often lack the vital pieces at critical points, 
for instance where some matter was settled verbally, or where the quan- 
titative significance of certain actions, the actual figures involved, is in 
question; answers then have to be sought elsewhere. For this reason the 
account books have also been brought into the scope of this survey. The 
general ledgers have been of particular importance, but the differing 
methods of keeping these at various periods have at times caused great 
difficulties and necessitated a detailed examination of individual trans- 
actions. On such occasions the bank’s register of commitments has pro- 
vided useful, though alas not always reliable, help in the study of the 
series of bond- and discount-loan books and the books of credit, cur- 
rent and cheque accounts. It has often been necessary to check the 
books page by page, but for deposit accounts there was no central 
register at all. These conditions hold good for the period up to 1905 
when the book-keeping of the various loans and accounts was reor- 
ganised on a loose-leaf system, but from the point of view of historical 
research the new system actually made matters more difficult. One short 
cut, and on the whole a reliable one, has been used, to turn to the in- 
formation provided by the statistical department about the commitments 
of the most important clients of the bank. 
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The need to fill in the gaps left by other records was, however, not the 
only reason for looking through the book-keeping material. This part of 
the investigation showed also the relative importance of various clients, 
as well as the lines of development of the bank’s different activities. 
One purpose has been to examine customers’ debts to the bank, irre- 
spective of the bank’s holding of their bonds. The task of identifying 
the main clients and following up the business done with them has been 
a complicated one. Two main methods have been adopted, first the use 
of outside material, second a careful check on the books of the bank in 
every fifth year to discover the names of all borrowers of 100,000 kronor 
or more. The commitments of clients identified by either of these meth- 
ods have then been checked at half-yearly intervals. It should be noted 
that, owing to the character of deposit accounts, information about 
deposits received is not nearly so detailed as information about loans 
granted. 

The activities of the bank which have been of special interest during 
the examination of the books have been the acquisition of money by 
borrowing, bond transactions, and dealings in the foreign exchange. 
These aspects, together with a survey of the bank’s total assets and prof- 
its, have been included in a special section which is intended to provide 
an analysis of the growth of the bank up to the first world war. Such a 
long-term analysis is particularly desirable in view of the form of the 
rest of this study, namely a series of descriptive accounts of important 
credit transactions from which the main lines of development do not 
always readily emerge. 

As a background to the general picture two introductory chapters 
have been provided, dealing with the foundation and the early years of 
the bank, when A. O. Wallenberg was at its head. These chapters are 
largely based upon research by previous authors. They are intended 
to show how the bank had its roots in an earlier system of credit, and 
also to depict the conditions under which the second generation of the 
Wallenbergs, taking over the reins in 1886, first began their work in 
the bank. 

It is appropriate at this point to explain the Scandinavian political union 
in force for most of the period covered in this book. Between 1814 and 
1905, Sweden and Norway were joined in a political union in which 
they had a common monarch but separate governments and representa- 
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tive assemblies. Norwegian foreign affairs, however, were directed by the 
Swedish foreign minister, a circumstance which was of great importance 
in the events leading up to the dissolution of the union in 1905. 

The elected assemblies of the two countries were differently con- 
stituted. The Swedish Riksdag, meeting in Stockholm, was bicameral 
after 1866: the First Chamber consisted of representatives of the muni- 
cipalities elected on a franchise graded according to incomes; the 
Second Chamber was popularly elected by direct vote, though before 
1911 with a limited voting qualification. The Norwegian Storting, 
meeting in Kristiania (renamed Oslo in 1924), was in effect a single- 
chamber parliament elected by direct vote; after 1898 Norway had uni- 
versal manhood suffrage. 

So far as Finland was concerned, that country had been wrested from 
Sweden by the Russians in 1809. For the rest of the 19th century Fin- 
land was a Grand Duchy, joined to Russia by personal union, but with 
her own representative bodies and Civil Service. This status involved 
considerably greater independence than was enjoyed by other Russian 
possessions. Connexions with Sweden were facilitated by the fact that 
the Finnish Civil Service continued to use Swedish as the official 
language. In 1899 however an attempt was begun in earnest to russify 
Finland, with the intention of depriving the Finns of their own institu- 
tions. There was a brief respite from this policy during the Russian 
disturbances around 1905 but, with the strengthening of the czar’s rule, 
the process of Russianisation was resumed. 


CHAPTER I 


THE CHARTERING OF THE BANK AND ITS 
ACTIVITIES UP TO 1871 


In his work, Stockholms Enskilda Bank 1856-1906, Theodor Frolan- 
der succinctly describes the background to the innovations introduced 
into Swedish banking as a result of the creation of Stockholms Enskilda 
Bank (referred to hereafter as SEB). “The Swedish banking system in 
the mid-1850s,” he writes, “had not reached a very advanced stage of 
development. Note-issuing private banks were only eight in number, 
namely those of Skane, Varmland, Kopparberg, Ostergotland, Smaland, 
Orebro, the Malar provinces and Gothenburg. As these only had about 
ten branch offices between them, the number of banking centres was 
relatively small.” He also states that, in addition to these note-issuing 
private banks (or Enskilda banker), there were a number of filialbanker 
(somewhat analogous to the English country banks of the 18th century) 
which, instead of being able to issue notes, had access to cheap credit at 
the Riksbank, and he comments on the bureaucratically restricted organi- 
sation and the undeveloped techniques which at that time were charac- 
teristic of the banking system. Borrowers had to wait for a long time for 
their applications to be dealt with and in addition the different banks 
often lacked cash with which to grant loans. Bank borrowing on deposit 
account was practically non-existent and that on current account insignif- 
icant. Stockholm’s only banking institution was the Riksbank. Of the 
credit system of the capital it is briefly noted that the larger merchant 
houses and stockbroking firms engaged, in addition to their ordinary 
business, “in banking transactions, in that they bought and sold bills of 
exchange, effected transfers and received money from the public on in- 
terest-bearing accounts. Considerable amounts of funds seeking invest- 
ment were also placed with private firms.” 

Subsequent research has made it possible to give a much more de- 
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tailed and varied picture of the credit system in Sweden at this time. The 
first step was taken by Sven Brisman, who attacked Frolander’s descrip- 
tion of SEB’s réle as an innovator. The main contribution of the later 
investigations has been to supply fuller information about the banking 
system in existence before this period and about the free credit market 
which was still in operation in Stockholm. 


Credit for productive purposes was in earlier times granted primarily 
to commerce, its object being to tide the merchant over the period during 
which the goods were being transferred from the producer to the con- 
sumer. The capital requirements of the productive processes themselves, 
on the other hand, were not usually very great. This was the era of commer- 
cial capitalism and the provision of credit was directly connected with 
business transactions. The merchant houses themselves had to obtain the 
necessary capital in a variety of ways and they often had to cater not only 
for their own requirements but also for those of their customers. Their 
activities could become specialised in this sort of business, so that they 
assumed the character of banking. In the financial centres stockbrokers 
not only engaged in foreign exchange dealings but also arranged credits. 
Not until in the eighteenth century, and only in Great Britain, did this 
system begin to be replaced by permanent and properly organised credit 
institutions in the form of companies; elsewhere in Europe a genuine 
banking system did not become established until the mid-19th century. 
The European banks, however, were not as a rule modelled on those in 
Great Britain since the authorities could not always be relied upon to 
grant them the right to issue notes, an important feature of the British 
system. 

The principal source of inspiration for the continental banking system 
was France. There merchant banks were transformed into limited-liability 
commercial banks, while other special institutions were founded for 
the discounting of bills, the chief among these being the Comptoir 
National d’Escompte. Most far-reaching of all in its influence, however, 
was the Société Générale du Crédit Mobilier Francais, established in 
1852. Its promoters were the champions of a theoretically reasoned 
system according to which credit-granting played a strategic réle in 
economic life. To this end they wished to create a large credit institution, 
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designed to bring together the capital dispersed throughout the country 
and to invest it in industry. A prerequisite was a very large share capital, 
since the institution’s profit was to be primarily derived not from the 
margin between its borrowing and lending rates but from the longer- 
term commitments entailed in the founding of enterprises and the issuing 
of securities. The degree of risk was naturally greater for such banks 
than for those whose object was to satisfy short-term credit requirements. 
These ideas did not, it is true, lead to any great practical results, but in 
the 1850s they gave a strong impetus in most countries to the establish- 
ment of banks, the main reason being that they indicated a possible way 
of conducting profitable banking business without the issuing of notes. 
These lines of thought were combined in various ways with earlier prin- 
ciples and established forms of financial institutions. A desire to abandon 
the old system with its trading firms and merchant banks in favour of 
banks in the form of limited-liability companies grew up in all the leading 
countries in Europe.* 

Also in Sweden there existed a highly developed credit system closely 
linked with commerce before the emergence of a genuine banking 
system. After Stockholm, Gothenburg was the country’s most important 
financial centre. The large merchant houses played an important part in 
supplying credit to industry, especially by arranging foreign credits, and 
on the Stock Exchange the brokers not only dealt in foreign exchange 
but also arranged credits. They could always count on finding a strong 
demand in Stockholm for investment opportunities, not only from private 
individuals but also from a number of funds and societies. Brokerage 
could thus easily develop into something resembling banking, including 
the borrowing of funds from the public, the provision of loans to industry 
and the guaranteeing of the loans arranged.” The activity of the merchant 
houses in this sphere was undoubtedly of greater importance. As has 
been shown by the investigations of T. Gardlund, K. Samuelsson and 
E. F. Sdderlund, the mode of their operations had remained almost un- 
changed since the middle of the 18th century at least. They obtained a 
large proportion of their outside capital from abroad by drawing bills 
either directly on their customers or with the help of acceptance credits 
from banking firms in Amsterdam or Hamburg. This gave merchant 


1S. Brisman, De moderna affdarsbankerna, pp. 44 ff. 
2 §. Brisman, Sveriges Affarsbanker II, 51 ff. 
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houses immediate access to liquid funds. Funds for fixed investments 
were raised mainly by borrowing on the domestic capital market, the 
merchant houses either taking up loans themselves and then lending the 
borrowed funds, or arranging loans to be taken up by the industrial firms 
concerned. The method adopted was that the borrowers issued promis- 
sory notes, often subdivided into a large number of smaller notes of equal 
denomination. It appears that the same rate of interest—6 %—was 
charged both on the promissory notes given by the merchant house to 
depositors and on those given by the industrial firm to the merchant 
house. There was thus no margin between the borrowing and lending 
rates. The merchant house made its profits by selling goods to the firms 
and it was in its own interest to furnish the necessary credit. As Soder- 
lund has shown, the demands for finance made on the Stockholm 
merchant houses increased considerably in the middle of the 19th centu- 
ry as a result of the expansion of timber exports from the Norrland 
district. What was primarily required, however, was not investment 
capital but working capital, i.e. the kind of capital which had long been 
obtainable abroad.* 

In comparison with the countries of continental Europe, Sweden 
acquired commercial banks very early. At the beginning of the 19th 
century so-called discount houses were operating in Stockholm, Gothen- 
burg and Malmo. Their most notable feature was that they obtained 
their funds principally by borrowing against 3 % promissory notes. 
But this borrowing was concentrated almost entirely in Stockholm. After 
the collapse of the discount houses in 1817 there was an interval until 
1831 before the first of a series of banks of a new type was formed with 
the establishment of Skanska Privatbanken. These, like the British 
banks, all depended on the issuing of notes. They grew up in country 
towns far from the main business centres. Their initiators were largely 
senior civil servants and they were in fact run by boards without a man- 
aging director. Their dealings could hardly be termed credit operations 
but were more in the nature of the operation of a note-issuing monopoly. 
A serious obstacle to borrowing on any substantial scale was the fact 
that these banks felt they could not charge more than 5 % interest, which 
left them no interest margin. On the other hand, the low rate charged 


8 T. Gardlund, Svensk industrifinansiering, pp. 110 ff. K. Samuelsson, De stora kép- 
manshusen. E. F, Sdderlund, Swedish Timber Exports 1850—1900, ppy 71 ih, 85: 
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on advances meant that the banks never lacked potential borrowers 
offering good security and that their losses were practically nil. The fact 
that they were companies with unlimited liability further increased the 
feeling of trustworthiness associated with these banks, run as they were 
by government officials rather than by businessmen. Nevertheless they 
were the subject of lively political controversy. The government, domi- 
nated by the civil servants, usually granted their charters against the will 
of the Riksdag. The majority in the Riksdag defended the interests of 
the Riksbank which led inter alia to the establishment from 1851 on- 
wards of a number of filialbanker. With the victory of liberal economic 
ideas in the Riksdag of 1853-54, however, the latter pronounced itself 
in favour of note-issuing private banks.* Thus the government, which had 
long been sympathetic to the idea of private banks, could consider itself 
free to decide whether and in what form a private bank should be estab- 
lished in the capital. 

It may be said therefore that in the 1850s there existed in Stockholm 
a loosely organised and flexibly functioning credit system with roots 
stretching back far into the past. It was closely bound up with the busi- 
ness and commercial world and, largely thanks to its foreign connexions, 
was usually able both to obtain and to invest funds at a moment’s notice. 
What it lacked was the status and the stability, independent of the per- 
sonality of individuals, which are the distinctive features of public bank- 
ing institutions. Such institutions had greater ability to attract capital 
from private individuals for lending to business and industry. It was 
natural that businessmen should get together with a view to achieving 
such a purpose. But, unlike the merchant houses, a bank was not in a 
position to make up for the lack of an interest margin through trading 
profits. The crédit mobilier system offered a solution to this problem, 
but was based on the acceptance by a bank of heavy risks, i.e. those 
formerly borne by the businessmen themselves. It was of course also 
possible to found a bank on the principles employed hitherto. But such 
a bank would not have been so capable of satisfying the needs of the 
large entrepreneurs. It would not very well be able to take over from 
commerce the riskier forms of credit-granting. There was, however, the 
possibility that a bank operating on the old principles would be able to 


‘ §. Brisman, Sveriges Affdrsbanker I, 158 ff. 
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play a much more important réle in Stockholm than in the provincial 
centres. During the era of the discount houses it had been found that 
funds could be raised in Stockholm against 3 % promissory notes and 
there was more scope for foreign exchange transactions there than in 
the country. The prerequisites thus existed on the one hand for an ambi- 
tious banking project designed to finance the foundation of new enter- 
prises, and on the other for the creation of a bank with more modest 
aims, similar in form to the existing provincial banks, but capable in 
Stockholm of performing a considerably more important function. 

The solution to the problem of providing a bank for Stockholm be- 
came a political issue. In view of the victory in the 1850s of liberal 
economic ideas it was natural that the government authorities should be 
agreeable to the creation of a private bank. But this did not neces- 
sarily mean that they would approve of an institution based on the most 
radical principles, as expressed in Carey’s words: “The trade in money 
requires no more law than that in shoes.”® According to these principles 
it was possible for a bank to be founded in the same way as an ordinary 
joint-stock company and thus to dispense with the unlimited liability 
which was always such a risk for the partners. A project on these lines 
was in fact put forward in 1853, the year after the foundation of the 
first crédit mobilier bank. 

The application for a charter to carry out this project had powerful 
support. It was signed by 68 individuals and firms. The Governor of 
Stockholm was designated as chairman of the board. The signatories 
included many important civil servants and a number of Stockholm’s 
leading businessmen and entrepreneurs. One indication that the planned 
institution was intended to do considerably more business than the older 
banks was the fact that it was to have a managing director. Its proposed 
name, Stockholms Handelsaktiebank (The Stockholm Trading Bank 
Limited), also bears witness to its connexion with the business world. 
The partners in the bank were not to be required to assume unlimited 
liability, but on the other hand the bank would not have the right to 
issue notes. Although the application for the charter attempted to deny 
it, the project clearly aimed at putting into execution the idea of a crédit 
mobilier. In order to give it their backing the businessmen of Gothen- 


5 H.C. Carey, The past, the present and the future, published in Sweden as Det férflutna, 
narvarande och tillkommande and quoted in Aftonbladet, 6 October 1851. 
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burg sent a petition to the government. Press support was given by the 
newspaper Aftonbladet which, citing various leading liberal economists, 
declared that a banking system based on unlimited liability was outdated. 

But already another considerably more modest application had been 
sent in. The driving force behind it was the ex-naval lieutenant A. O. 
Wallenberg, then a merchant in Sundsvall but at the same time engaged 
in energetic political and journalistic activities in Stockholm. His busi- 
ness was concerned principally with shipping and shipbuilding.* The 
charter application submitted in 1852 by Wallenberg and his business 
associates referred to the decision taken by the Riksdag in the previous 
year and envisaged the establishment of a filial bank. The Minister 
of Finance, C. O. Palmstierna, despite his political conservatism, was in 
favour of a more radical solution. He therefore recommended the rejec- 
tion of the application submitted by the Wallenberg group and later 
warmly advocated the granting of a charter for the proposed limited 
liability bank. He was, however, only able to gain the support of two of 
his colleagues in the cabinet, and the matter was therefore left undecided 
pending the discussion of the bank question by the Riksdag. One of the 
members of the majority group in the cabinet was J. A. Gripenstedt who, 
in his capacity as acting Finance Minister, had in 1851 signed the decree 
concerning filialbanker. In the Riksdag of 1853-54 he not only gave 
his support to the filialbank system but also contended, with reference 
to note-issuing private banks, that the Ministry of Finance would still 
be able to exercise control. He began at this time to emerge as an advo- 
cate of economic liberalism, but in matters of banking he expressly stated 
that he did not consider that economic life should be completely free.‘ 

At this same time Oscar I (1844-59) was becoming increasingly 
liberal and increasingly opposed to the ideas of his cabinet. On the 
question of free trade he went even further than Gripenstedt. He had 
appointed as his advisers in these matters the merchant J. G. Schwan and 
the military lawyer N. A. Bennich.* When in January 1856 the limited 
liability bank group again began to be active and on 8 February sub- 
mitted a fresh application for a charter, these two men, with others, had 


6 H. Key, A.O. Wallenberg, pp. 31 ff. 
7 §. Brisman, Sveriges Affarsbanker II, 60 ff, O. Gasslander, J. A. Gripenstedt, pp. 171 ff. 
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joined the list of signatories, and Bennich was designated as managing 
director. It now seemed very likely that this project would meet with 
success. 

A month later, however, the Wallenberg group submitted a fresh 
application for a charter. This document was in the nature of a counter- 
proposal and asserted that there was no reason why a bank should be 
organised differently in Stockholm from elsewhere. The preference was 
for a bank without limited liability entitled to issue notes, but if this 
were not approved the applicants were prepared to establish a filial- 
bank, if necessary even without the credit facilities at the Riksbank en- 
joyed by other similar institutions. The applicants’ pretensions were thus 
extremely modest.® Only twelve persons had signed the application and 
they were moreover by no means as influential as the supporters of the 
limited liability bank. In addition to Wallenberg, they included G. P. 
Lovén, a permanent under-secretary, H. Cramér, a secretary of the 
Supreme Court of Justice, C. D. Jederholm, a merchant who was the 
Stockholm agent for three provincial banks, A. M. Brinck, a tradesman 
who was also one of the National Debt Commissioners and N. G. Netzel, 
a billbroker. It should also be mentioned that the merchant Wilhelm H. 
Kempe, a representative of the rapidly expanding timber trade of Norr- 
land, who in 1853 had supported the proposal for a limited liability 
bank, had now transferred his allegiance to Wallenberg, himself closely 
connected with the Norrland timber-export business.’° Perhaps even 
more important for the success of the application was the fact that it was 
supported by civil servants and by a representative of several private 
banks. 

No decision was reached until May, and the outcome depended on 
which of the two contestants, Gripenstedt or Schwan, would emerge 
victorious from the struggle for the office of Minister of Finance. Gripen- 
stedt was conducting inter alia a violent anonymous propaganda cam- 
paign in the newspapers against the king, in which he also attacked 
Schwan for favouring limited liability banks. By May 1856 the king 
had been forced into a position in which he felt obliged to withdraw his 
support for Schwan. One of the four questions listed by Gripenstedt in 


9 S. Brisman, Sveriges Affdrsbanker II, 66 ff. 
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a short memorandum as decisive in the reconstruction of the cabinet was 
‘Handelsaktiebanken’. On 16 May, probably immediately after the 
drafting of this memorandum, the application for a charter for a limited 
liability bank was refused by the King in Council despite Palmstierna’s 
support. This meant that the king was now allowing himself to be guided 
by Gripenstedt, who pointed out that, since an application had been sub- 
mitted for a bank with unlimited liability, there was no use to run the 
danger of reckless behaviour inherent in the proposal to establish a bank 
in the form of a limited liability company. As mentioned above, Wal- 
lenberg’s application was from the very first designed as a counter- 
proposal. There are many indications that Wallenberg and Gripenstedt 
were working in collaboration with one another, as they were to do later 
for many years. As immediately thereafter Gripenstedt was appointed 
Minister of Finance, he was able to suppress yet another proposal for a 
bank of the crédit mobilier type before securing, at a Council held on 
1 July, the granting of a charter for Stockholms Enskilda Bank."? 

The victory of the project of the Wallenberg group was thus a con- 
sequence of the struggle for political power, but it was also due in part 
to the fact that the structure of the institution envisaged was less revolu- 
tionary and more closely linked to the old system which had proved 
itself capable of functioning without any bank failures for 25 years. 
While this is true of the form of the new organisation, however, the 
quality of the men behind it was such as to allow it to have a range of 
activity quite different from that of its predecessors. Its initiator, A. O. 
Wallenberg, was a business man actively engaged in a field in which 
problems of financing were among the most important that had to be 
faced. He had created for himself the possibility, as the representative 
of a banking institution whose form was a guarantee of solidity, of 
taking full advantage of the resources of the Stockholm money market. 

Stockholms Enskilda Bank opened for business on 15 October 1856. 
It seems appropriate to proceed at once with an account of its activities 
up to 1871, the year in which a schism took place and a number of mem- 
bers of the management and shareholders broke away to found Stock- 


11 Behind the new proposal were the bankers Salomon Heine in Hamburg and Mendels- 
sohn in Berlin, as well as the greatest of the Stockholm trading houses, Tottie & Arfwed- 
son. Gripenstedt objected above all to the foreign influence, pointing out that the secu- 
rity would not ibe greater than in the case of the limited liability trading bank. O. Gass- 
lander, op.cit., pp. 173 ff. 
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holms Handelsbank. The exact causes of the schism have not been un- 
ravelled, but it is clear that they led to a change in the management of 
the bank. 

From the very beginning the new bank had a managing director, an 
office which had not previously existed in the private banks without 
limited liability, a fact which was evidence of the intention to make the 
bank a flexible instrument for. doing business. But at first Wallenberg 
did not have anything like the powers which later came to be associated 
with the office of managing director. Authority lay in the hands of the 
board of directors and Wallenberg was by no means always able to get 
his own way. Thus there still survived many of the principles of group 
management which were a feature of the older banks, and these presented 
an obstacle to the personal, undivided conduct of affairs, suited for the 
quick decisions which were necessary in view of the increasing tempo of 
business life. Nevertheless the day-to-day running of the bank was in the 
hands of Wallenberg, assisted among the directors above all by Netzel 
who was appointed assistant managing director and who appears to have 
been especially concerned with the discounting of bills. 

It can hardly be said that there was any concentration of power among 
the shareholders in the new bank. The subscribed and paid-up share 
capital, 1,000,000 kronor subdivided into 1,000 shares, was distributed 
among 72 persons. The largest holder was originally the merchant Jeder- 
holm, with 65 shares, but he soon sold 15 of them, leaving himself with 
the same number as the five next largest shareholders, of whom Wallen- 
berg was one. Next came 16 shareholders, with a total of 336 shares 
between them, and finally another 50 persons with a combined holding 
of 347 shares, none of whom owned more than ten. By the beginning of 
1871 the number of shareholders had doubled. The greater dispersion 
of the shares probably made it easier for Wallenberg to retain his position 
as managing director despite the smallness of his holding. 

The bank’s business also bore the imprint during the early period of 
both old and new principles. For instance Wallenberg, like the leading 
officials of the old banks, was actively engaged in exploiting the bank’s 
note-issuing privilege through special agents charged with ensuring the 
distribution of the notes in the provinces. Most important here were the 
agreements which he concluded with a number of filialbanker along 
the east coast, especially in Norrland, whereby these banks undertook to 
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use only SEB notes. Certain new banking methods introduced until 
about 1864 may be regarded as a natural development of existing prac- 
tices. This was true in particular of the means adopted to facilitate pay- 
ments within the country. The bank secured the adoption of a form of 
banker’s draft that came to be widely used in Sweden. It also concluded 
agreements with a number of other banks providing for the encashment 
free of charge of bills in other centres. As has been mentioned above, 
one of the bank’s founders was the agent for three provincial banks. 
This function was taken over by the bank which came to act as agent 
for the majority of the provincial banks—an activity which, as Brisman 
has shown, was very lucrative. 

Of more fundamental importance was the fact that with the creation 
of the SEB, deposit accounts, together with dealings in bonds and foreign 
exchange, came to occupy a position of real importance in Swedish bank- 
ing. These developments are dealt with in detail in Chapters IV—VI. 
As far as SEB’s deposits were concerned, these quickly reached a level 
which was very high for those times, but by about 1860 they had already 
stopped increasing. Wallenberg does not seem to have been interested in 
acquiring a large volume of time deposits, but seems rather to have 
wished to further the use of current accounts. This indicates, as Brisman 
points out, an adherence to British banking principles and necessitated 
a corresponding policy with regard to lending, i.e. concentration on 
short-term, liquid investments. By allowing short-term loans to take the 
form of discounted bills the bank was able to avoid compliance with the 
legal provisions regarding maximum interest rates, since the discounting 
of a bill was regarded as the purchase of a claim (the amounts charged 
for this service thus being shown in the SEB’s books not as interest but 
as discount). Not until 1864 did the bank begin to exceed in its holdings 
of bonds the legally required funds. In the earlier years the bank’s re- 
sources had apparently been primarily employed for another purpose, 
the granting of credits to the Norrland timber-mills. Sdderlund, who 
bases his opinion on the correspondence of the exporters, considers that 
the importance of the réle played by the bank in the financing of the 
export trade during this phase can hardly be overestimated and was re- 
sented by the exporters as amounting to a monopoly.” Wallenberg was 
able to use to the best advantage of his bank his expert knowledge of 


12 E, F, Sdderlund, op.cit., p. 89. 
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credit requirements in this field. Directly bound up with these credits 
were the bank’s foreign exchange operations, which began as early as 
1857, though for some years they were on a very small scale and were 
confined to the German mark and the English pound. These new activi- 
ties meant that the bank was beginning to perform functions which had 
hitherto been carried out exclusively by merchants and brokers. They 
also meant that thanks to its foreign connexions SEB, like the merchants 
and brokers, could maintain its liquidity even though its cash holdings 
were very small—an important precondition for an institution designed 
to cater for the needs of commerce and business. 

The bank’s new lines of activity soon enabled it to achieve extremely 
good results. As early as 1858 its profits amounted to more than 300,000 
kronor, or 30 % of its paid-up capital; by 1861 they had risen to 
446,000 kronor. A great part of the profits was put to reserve, but even 
so the dividend increased rapidly, in 1861 reaching the level of 25 %, 
a figure which was maintained right up to the crisis of the late 1870s. 
After 1861, however, the absolute profit showed no further increase for 
the next decade. As a ratio of the bank’s total capital it actually declined 
in 1862—63 to a somewhat lower level. 

This decline would seem to have been due to the fact that from 1862 
onwards the bank encountered real competition on the Stockholm 
market, mainly from the merchant bankers Guillemot & Weyland, which 
competed with it for the Norrland export credits. Other merchant banks, 
too, were increasing their business. The first limited liability bank in 
Sweden, Skandinaviska Kreditaktiebolaget in Gothenburg, founded 
1863-64, opened a branch-office in Stockholm in 1865, and another 
limited liability bank, Industrikreditaktiebolaget i Stockholm, was also 
started there in the same year. The branch-office of Skandinaviska Kre- 
ditaktiebolaget under the leadership of Henrik Davidson offered vigorous 
competition, one of the effects of which was to deprive SEB of the 
greater part of its business as discounting agent for provincial banks." 

In this new situation certain new lines of development may be ob- 
served. The deposits entrusted to the bank, after sinking to their lowest 
level in 1864, began to show a slow but steady rise. This was stimulated 
no doubt by the opening in 1865, at the instigation of A. O. Wallenberg, 


18 E. F. Sdderlund, op.cit., pp. 89 f. S. Brisman, Sveriges Affarsbanker II, 132, ff., 152. 
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of a branch office in another part of Stockholm, this being the first 
occasion on which any Swedish bank had opened a branch in the same 
town as the head office. From 1863 onwards Wallenberg began to allow 
the bank to engage to a greater extent in the discounting of foreign bills. 
It is of special interest to note that bills in Paris francs also became more 
usual and that in 1866 accounts were opened with banking houses in 
Bordeaux and Paris, a development which was probably connected with 
the pronounced rise in timber exports to France in the 1860s.1* The 
growth in deposits was not matched, it should be noted, by any increase 
in discounting, but was reflected instead in an enlargement of the bank’s 
portfolio of government, mortgage and municipal bonds, while its hold- 
ings of industrial bonds remained unchanged. The reasons for this must 
have been not only the competition from other banking concerns but 
also the general economic depression which characterised the latter half 
of the 1860s. It was in any case not until this time that a large part of 
the bank’s funds began to be tied up in bonds, the amount being towards 
the end of the period as much as 40 % of its total assets. 

The bank’s large bond holdings received special attention when, in 
January 1869, Dr. C. G. Carlquist, the first man to occupy the position 
of Bank Inspector under the Minister of Finance, submitted his report 
on his examination of SEB’s assets. He observed that bonds were usually 
shown in the books at a value which gave an interest rate of 5 %, the 
reason being that “it was desired to establish a connexion between the in- 
terest yield of bonds and the interest payments on deposits.” As there was 
no reason to doubt the financial soundness of the great majority of the 
bonds, the only source of risk was the possibility that the bank might be 
forced to sell bonds at an unfavourable time. But in view of the various 
expedients to which the bank might resort in order to cope with sudden 
changes in money-market conditions and the competent way in which its 
affairs were conducted, he considered that the risk was very slight. All 
being well the bonds could be sold at a favourable moment or, having 
been acquired at a discount, they would yield a profit on redemption. 
The intention thus was that the interest on the bonds should just cover the 
interest allowed on deposits without leaving any margin. The profit was 
to be derived from a rise in prices. The operations concerned were con- 


14 KE. F. Sdéderlund, op.cit., p. 51. 
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nected with the issuing of bonds; not industrial bonds, however, but gilt- 
edged. Nevertheless there had in practice been a shift in the direction of 
the principles of crédit-mobilier banking. 

Brisman did not notice the change, between the beginning and the end 
of the 1860s, in the type of business transacted. His main conclusion, 
based on Wallenberg’s indifference to deposit accounts and on SEB’s 
large bond holdings, is that he was not very interested in industry. This 
view clearly contradicts Frélander’s emphasis on Wallenberg’s services to 
industry and commerce." It is evident from the foregoing that Wallenberg 
was from the very beginning concerned primarily to provide credit for 
commercial purposes, and that neither he nor any other member of the 
founder group was at all closely connected with any industry needing to 
borrow large amounts of investment capital. Nevertheless as early as 
1858 the bank began to provide industrial credits. These were granted in 
the form of bank accounts on which the borrowers might draw and, al- 
though they were obviously capable of satisfying only a small proportion 
of the total capital requirements, they were larger than those furnished 
by other banks. The credits extended in 1858 included two to ironworks, 
one to Uddeholm and one to Hjalmar Petré, acting for Hofors och Ham- 
marby. The credit to Uddeholm amounted to 200,000 kronor, but that 
to Petré was for only 75,000 kronor. The former, however, was used to 
an ever decreasing extent, while the latter was the prelude to a substan- 
tial long-term commitment.*® 

When in 1861 Carl Ekman, acting for the Finspong gun-foundry, ap- 
plied for a loan of 1,500,000 kronor, his request was refused, but the 
bank offered to help to place the loan on the capital market. This was in 
fact what was done and the bank undertook inter alia to hold in custody 
the mortgage security furnished; it also serviced the loan and helped to 
place some of the 5,000 kronor so-called partial bonds into which the 
loan was divided. This operation, obviously modelled on the placing of 
industrial bonds by merchant houses and brokers, represented a new field 
of activity for a bank. In the following year a 1,000,000 kronor loan was 
issued in this way for Hofors-Hammarby and in 1864 one for 300,000 
kronor for another ironworks, Lesjéfors. 

The bank thus helped industry to obtain investment capital without 


© S. Brisman, Sveriges Affarsbanker II, 69, 80 ff., 157 ff. H. T. Frolander, op.cit., p. 51. 
16 S. Brisman, Sveriges Affarsbanker II, 82. 


20 


1856—1871 


being involved itself in any actual lending. Its réle was to arrange direct 
loans from the capital market. This should clearly be regarded as a result 
of A. O. Wallenberg’s efforts to create a Swedish capital market. From 
this point of view, deposit accounts merely represented an intermediary 
stage on the way to definite investment.17 

In the mid-1860s, when the other lines of business slackened, the bank 
also tied up a certain amount of its own resources by purchasing indus- 
trial bonds. Evidence of an interest in industrial investment is also fur- 
nished by the fact that in 1865 the bank granted a loan of 160,000 kro- 
nor, against the security of railway rails, to The Gellivaare Co. Ltd., an 
iron Ore company in whose formation A. O. Wallenberg was himself 
involved. The whole affair was a failure and the pledged property had to 
be sold the very next year. A good deal of trouble ensued, the company 
going bankrupt and the bank suffering a final loss of 61,000 kronor. Its 
first experience with Norrbotten iron ore was thus not encouraging. 


In summary it may be said that the bank combined the solidarity and 
the established practices of the old banking system with methods derived 
from active business life. This meant that the needs first of commerce and 
then of industry for immediately available credit were satisfied to a 
larger extent than before, owing to the fact that the bank maintained its 
liquidity in a very different manner from its predecessors. It also entered 
new fields of activity which had previously been completely dominated 
by merchant houses and stockbrokers. As a result the rdle of inter- 
mediary between borrowers and the money market came to be played 
by a recognised public institution instead of by private individuals and 
firms. The first years yielded rich profits in the new fields of bank activ- 
ity, but this stimulated competition and in the latter years of the period 
the management of the bank sought compensation largely in long-term 
bond operations. Profits were at a consistently high level, and despite the 
distribution of a dividend which most of the time stood at 25 % the 
placing of profits to reserve had by the end of the period by itself more 
than doubled the bank’s own capital resources. 


17 §, Brisman, Sveriges Affadrsbanker I, 78. 
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CHAPTER II 


EXPANSION, CRISIS AND CONSOLIDATION 
1871—18386 


As a result of the breach which occurred in 1871 the greater part of the 
opposition elements broke away from the bank. Even Wallenberg’s right- 
hand man, N. G. Netzel, showed some sympathy with the opposition and 
wanted to resign, but he was persuaded to stay on. But after having ex- 
pressed a divergent opinion on several occasions in the following year 
regarding the bank’s large purchases of bonds, he left the board at the 
time of the shareholders’ meeting of 1872. G. H. Strale, who was among 
other things head of the pottery firm, Rorstrands AB, and who had al- 
ready previously been a member of the board, was appointed to succeed 
him as cash manager. After only two years, however, he relinquished 
this post, left the board and sold all his shares. His place on the board 
and as cash manager was taken by Gustaf Lettstr6m, who remained in 
these offices until 1892. Unlike his predecessor, Lettstr6m had not pre- 
viously been an independent business man. He had spent his whole career 
in the bank, having been promoted to the rank of secretary in 1869, at 
which time the posts of bank’s lawyer and secretary had been separated. 
His promotion to membership of the board and his selection as the man- 
aging director’s right-hand man represented a fundamental innovation 
which reflected the concentration of power in the hands of the managing 
director, a trend which became increasingly pronounced. 

Another sign of the growing influence of A. O. Wallenberg was the 
election to the board in December 1874 of his eldest son Knut Agaton. 
Knut was at that time only 21 years old and had just been appointed a 
sub-lieutenant in the navy. During the next few years he put in only occa- 
sional appearances at the meetings of the board, being engaged most of 
the time either in performing his naval duties or in learning commerce 
and banking, for which purpose he spent the winter of 1877-78 work- 
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ing with the Crédit Lyonnais in Paris. During his stay in Paris he met his 
future wife, the Norwegian Alice Nickelsen, thus establishing a connex- 
ion which was to be of some importance for the bank’s future business 
with that country. Furthermore, at his father’s instigation, he tried his hand 
for the first time at arranging a bond loan. It was to have been a Swedish 
government loan, but nothing actually came out of it. On his return from 
Paris he did not resume service with the navy but transferred his atten- 
tion entirely to the bank; one indication of the increased importance of 
his position there is provided by the fact that from the beginning of 1878 
a letter book was opened for his correspondence. It is clear that he was 
in effect the deputy managing director and could expect to succeed his 
father. 


When in 1878 K. A. Wallenberg began to take a more active part in 
the work of SEB, the bank was on the verge of the most serious crisis 
in its history. The fundamental causes of the crisis lay several years back 
—to some extent, indeed, as far back as the industrial commitments 
which the bank had assumed in its early years—but the more immediate 
causes arose out of the Franco-Prussian war of 1870-71. At the out- 
break of the war SEB held large quantities of Paris bills. When a morato- 
rium was declared the bank was prepared, in order to earn a higher rate 
of interest on the funds thus blocked in France, to use them to purchase 
French government securities. Though nothing appears to have come of 
this, the idea of buying French government securities was put into action 
in the following year and led to the investment of substantial sums. This 
was later to prove an excellent scheme. When peace returned, however, 
funds became unusually plentiful on the Swedish money market, with the 
result that there was a sharp increase in the deposits entrusted to the Swed- 
ish banks. From 79,200,000 kronor in 1870 total deposits went up rap- 
idly to 191,900,000 kronor in 1874 and in 1876 reached 215,700,000 
kronor. The amount thereafter remained stationary or increased very 
slightly. Except in 1873, when there was a decline, SEB’s deposits soared 
with the rest and continued to do so until 1876. From 11,200,000 kro- 
nor in 1870 (p. 41), a figure of 24,600,000 kronor was reached in 
1876, deposits more than doubling, therefore, in six years. Turnover 
figures show, however, that this rise was not combined with any in- 
crease in the mobility of deposits; indeed, if anything, the funds held 
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on deposit accounts, the most important type of account, appear to have 
become increasingly stable (p. 49). 

The board of the bank defined its attitude towards the abundance of 
funds for the first time in August 1871. It was felt then that special meas- 
ures were called for. A. O. Wallenberg considered that the volume of the 
bank’s discounting business was too small. It was first decided to extend a 
temporary loan to Stockholms Hypotekskassa (the Stockholm Mortgage 
Bank). Then the bank began to buy American and French government 
bonds. That autumn saw the purchase of some of Finspong’s partial 
bonds while Hofors—Hammarby was allowed to convert and enlarge its 
bond issue. In January 1872 the bank took part in consortiums formed 
for the purpose of taking over bonds of the Bergslag and Hallsberg—Mo- 
tala—Mjélby railways. The bank had thus entered all the fields of in- 
vestment which specially characterised the 1870s, viz. foreign, industrial, 
and railway bond loans. The policy inaugurated in the latter half of the 
1860s of covering the interest charge on borrowed funds by means of 
investment in bonds had been carried a stage further. 

As is explained in more detail in the section on bonds (p. 63), this pol- 
icy was at first applied mainly to foreign government bonds and brought 
the bank enormous profits. Later there was a marked growth of invest- 
ments in industrial and railway loans. The arranging of industrial bond 
issues had long been one of the bank’s activities. What was new in the 
1870s was that the bank retained a large proportion of the bonds in its 
own portfolio. The reason for this is to be found not only in the pro- 
nounced growth in deposits, but also in the considerable increase in in- 
dustrial activity in the 1870s which was reflected above all in the very 
high rate of private railway construction. The suppliers of credit were 
suddenly faced with a heavy demand for funds for purposes of financing 
investment in fixed capital and equipment. The problem was solved by 
the issuing of large bond loans while the railways were still being built. 
Until building was completed and the railways had shown themselves 
able to pay the interest on their loans it was naturally not very easy to 
place the bonds on the capital market. Both the commercial and the 
merchant banks therefore kept the bonds themselves, their idea presum- 
ably being that described by the Bank Inspector in 1869 (p. 19), ie. to 
use the bonds merely to cover the interest paid on deposits, profits 
being derived from the discount at which the bonds had been acquired. 
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SEB took a prominent part in the financing of the new railways through 
large-scale investment in railway stock. Furthermore, A. O. Wallenberg 
was one of the founders of AB Atlas, a company founded mainly to 
supply railway equipment, which began business in 1873 and promptly 
became one of the bank’s clients. 

A warning of what heavy investment in railways could lead to was 
given in 1875, when the banking firm of C. G. Cervin was obliged to 
suspend payment. Thanks to outside help, however, including that of 
A. O. Wallenberg, the firm was soon back on its feet again. In view of 
the large increase in SEB’s deposits it must have seemed quite inconceiv- 
able that the bank would ever find itself in a similar position, especially 
since in that very same year, 1875, it had reaped immense profits by the 
sale of foreign government bonds. Its total net profits for 1875 came to 
no less than 833,000 kronor, the bond dealings having started a fresh rise 
in earnings. 

At the ordinary shareholders’ meeting held in 1876, the year of the 
bank’s 20th anniversary, the management was therefore able to present 
an exceptionally favourable balance sheet. The reserve funds and annual 
profit together amounted to 2,521,000 kronor compared with a paid-up 
capital of only 1,000,000 kronor. Partly in order to satisfy the desire of 
the Minister of Finance for an increase in the bank’s capital stock, 
1,000,000 kronor was transferred to it. The total distributed dividend, 
however, only increased from 250,000 to 300,000 kronor. On the other 
hand, at a further shareholders’ meeting held to mark the completion of 
the bank’s 20th year an additional 1,000,000 kronor was distributed 
among the shareholders who, in other words, received back all they had 
paid in. Only one-tenth, however, was distributed in cash, i.e. in deposit 
certificates, the rest being in the form of Bergslag railway bonds at par.” As 
the bonds had been acquired at 90, the bank allowed itself a certain profit 
on its gift and at the same time reduced its heavy portfolio of railway 
stock. 

Although, as mentioned above, there were signs of trouble as early as 
1875, no really serious economic setback occurred until 1877 when cer- 
tain railway companies found themselves unable to pay the interest on 
their bonds. Iron prices had already begun to fall rapidly, and in 1878 


1 Board minutes 1875. C. M. Rosenberg, Handbok i bankvdsendet, p. 165. 
2H. T. Froélander, op.cit., p. 47 f. 
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timber prices were also affected. At the same time there was a cata- 
strophic decline in exports of both iron and timber products.* 

SEB felt the full impact of the crisis, for not only did it hold large 
amounts of railway bonds and have AB Atlas as one of its clients, but also 
it had financed a number of merchant houses and industries which were 
hit by the fall in the prices of iron and timber products. From January 
1878 the board received notice of one suspension of payments after an- 
other. In March it was informed by the concern which represented its 
largest industrial commitment, the group of ironworks of the Petré fami- 
ly, Hofors-Hammarby and Avesta—Garpenberg, that these concerns 
needed further credit in order to be able to carry on production. Al- 
though the bank’s claims on them already totalled more than 3,000,000 
kronor, it agreed to extend additional credit. The grant was made subject 
to the condition that the group should be run by management controlled 
by the creditor banks; for this managing body SEB obtained from C. 
J. Hambro & Son, London, a loan of 900,000 kronor, on the security 
of bar-iron and guaranteed by SEB. The bank’s credit was still unim- 
paired both at home and abroad. In December 1878, however, a number 
of newspaper articles attacking the bank were published and as a result 
the bank received withdrawal notices for a large number of deposits. The 
uneasiness spread and the bank’s deposit accounts fell in the course of 
half a year from 19,279,000 to 15,659,000 kronor. At the same time the 
bank’s resources were to a great extent tied up in more or less insolvent 
enterprises and it was unable to realise any of its bond holdings without 
incurring heavy losses due to declining quotations. Moreover, the bank 
had undertaken to complete payment during the year in respect of the 
Bergslag railway bonds which it had taken over. Frélander maintains 
that the situation was aggravated by malicious rumours and by the un- 
obliging attitude of the Riksbank and the Minister of Finance, Hans 
Forssell. Brisman defends Forssell, asserting that the anxiety displayed by 
depositors was justified, and questions whether the bank ought not to have 
complied with the provisions of the bank law by going into liquidation.‘ 

It is quite clear that the bank was shaken to its foundations. Vigorous 
action was needed to counter the heavy outflow of funds. On New Year’s 


° H. T. Frélander, op.cit., p. 50. S. Brisman, Sveriges Affdrsbanker Il, 188 ff. 
4H. T. Frolander, op.cit., pp. 50 ff. S. Brisman, Sveriges Affarsbanker TI, 196 ff. 
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Eve 1878 it was decided to raise to 6 % the interest rate on new deposits 
subject to six months’ notice and also to apply this rate to existing de- 
posits whose withdrawal had not been notified. The higher interest rate 
undoubtedly helped to attract the 1,500,000 kronor of deposits received 
in January-February 1879 from Sveriges Allmanna Hypoteksbank. 
Considerable relief was also afforded by the fact that part of the payment 
in respect of the Bergslag railway bonds could be made in the form of 
deposit certificates. The outflow of funds was thus greater in fact than is 
indicated by the decline in the balance-sheet figures. It was found neces- 
sary to curtail lending in one year from 18,400,000 to 12,300,000 kro- 
nor, a measure which aroused the admiration of the Bank Inspector, 
Carlquist, for SEB’s ‘tenacity’. How this reduction was achieved is not 
precisely known. All that is attempted here is to supplement the infor- 
mation already available by the addition of a few details from the 
spring of 1879, perhaps the most critical period, when even the bank’s 
credit abroad was in jeopardy. 

A number of foreign banking institutions had granted SEB accept- 
ance credits, usually for limited amounts but without security, which were 
used to finance iron and timber exports. The records show that one such 
credit was withdrawn as early as January 1879, that extended by L. Beh- 
rens & Sohne in Hamburg. It was of vital importance both for the bank 
and for those of its clients who were exporters that these credits should 
be continued at least until the summer, when shipments could be resumed 
after the melting of the ice. On 22 March 1879 K. A. Wallenberg ex- 
plained in a letter to the iron exporter Reinhold Alrutz, who was in Lon- 
don, that he wished to obtain from Hambros, against suitable secu- 
rity, a credit of £ 75,000. It was essential to be prepared, he wrote, in 
case “our worthy correspondents get scared for some reason or other”, 
which would cause them to reduce the amount of their credits. His 
father was particularly keen to have Hambros as a correspondent for his 
bank and they would certainly “derive benefit from a closer association 
with Mr. A. O. W.” Knut admitted, however, “that this problem would 
make a good test for a diplomat. For the matter must be handled in 
such a way as to avoid any possibility of harm to us or to our credit.” 


5 Board minutes 31/12 1878. Bank Inspector’s Report. C. G. Carlquist to Minister of 
Finance February 29th 1880. Frélander, op.cit., p. 63. 
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Alrutz appears to have succeeded in obtaining this credit which was 
sought as a precautionary measure. 

The credit from Hambros must have stood SEB in good stead when, 
in April, some of its acceptance credits were reduced. The immediate 
reason for these reductions appears to have been uneasiness regarding 
the firm H. R. Astrup & Co., which owned the Skutskér sawmills. In 
May K. A. Wallenberg was sent on a journey to Hamburg, Paris and 
London. The letters exchanged between father and son throw interest- 
ing light on the development of the situation and on K. A. Wallenberg’s 
conduct of his first difficult commission. On the subject of the firm of 
Berenberg, Gossler & Co in Hamburg, A. O. Wallenberg was indignant 
at what he called their breach of faith. But fear of being required to 
furnish security or of having his credit reduced forced him to exercise 
self-restraint. “It was hard for me,” he wrote to Knut, “to be so polite and 
not to be able to tell him to go to the devil. ‘We must bear any humilia- 
tion in order to achieve our main object, to pull through. As I say, if 
you can come to terms with Donner I shall be content with any credit 
at all so long as we do in fact get one that will enable us to make a 
fresh start.” After having visited Gossler, Knut thought that his father’s 
impression of the latter had not been quite correct. He managed to ob- 
tain a renewal of the existing credit of 450,000 Reichsmark, which was, 
however, to be repaid before autumn when a fresh agreement was to be 
worked out for the coming winter. “We have no alternative but to fall in 
with his wishes,” wrote Knut, “and he has definitely promised me to give 
us further credit.” These letters clearly reveal how critical the situation 
was and how firm was A. O. Wallenberg’s fundamental conviction that 
he would eventually win through. Knut displayed no youthful impatience 
and concentrated on achieving what was most immediately necessary. 

In Paris Knut visited the bank’s oldest correspondent there, the house 
of Mallet Fréres. There was no question of any reduction of credit, but 
he was faced with all sorts of enquiries about Astrup. He was given to 
understand at the Société Générale, before he had had a chance to put 
forward any proposal, that credit was never granted without security; 
all he could do therefore was to “withdraw gracefully”. On the other hand 
the approach which he made to a new bank, the Banque d’Escompte de 
Paris, met with a certain amount of succes. “If we keep them happy 
until September by letting them have a little something from time to 
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time,” Knut wrote, “we shall get our credit,” and in October SEB obtain- 
ed a credit of 500,000 francs.® 

The primary aim of the representations made in London and Paris 
was not to obtain temporary assistance but to make sure that the bank 
would be granted substantial credits in the autumn. When Knut had 
obtained a fresh credit his father expressed his satisfaction and added: 
“We must have a lot of credits if we can’t get very big ones. One year we 
made over a hundred thousand kronor by using foreign credits.” We do 
not learn very much about the visit to London. On his father’s behalf 
Knut suggested to Friihling & Goschen that SEB, which had the possi- 
bility of borrowing in Sweden against the Bergslag railway bonds, 
should be allowed to borrow against other security the London com- 
pany’s holding of these bonds. The latter was heavily committed in 
Goteborgs Handelskompani and Rosendahls Fabriker, both of which were 
bankrupt. There was no chance of any continuance of the credit. At Ham- 
bros Knut noted that it would not be possible to obtain further credit 
against security but that they could get a renewal of the existing credit. 
One has the impression throughout that he was most careful not to make 
any request which was unlikely to be granted since a request for credit 
could as easily be taken as a sign of weakness. He appears to have adapt- 
ed himself calmly, cautiously and flexibly to the facts of the situation. 

A. O. Wallenberg’s proposal for borrowing against the Bergslag rail- 
way bonds showed that there was also some possibility of obtaining 
funds in Sweden. He must have had in mind the action taken by the 
government to combat the crisis. A special fund was formed to provide 
loans against the security of railway bonds. From this fund SEB ob- 
tained altogether 4,000,000 kronor, i.e. rather more than half of the 
total amount lent by the fund. This of course contributed greatly to the 
bank’s recovery. As was pointed out, however, by a subsequent Bank 
Inspector, R. Benckert, the possibilities of borrowing from the fund 
were considerably improved by the fact that A. O. Wallenberg suc- 
ceeded, at the height of the crisis, in obtaining subscriptions for 1,000,000 
kronor of new bank shares. 

The work of obtaining subscriptions for these shares began at the 


6 In the course of the summer Knut tried to interest the Banque d’Escompte de Paris in 
a loan for Sveriges Allmanna Hypoteksbank, which wanted an introduction to the Paris 
market. The loan was concluded however through C. F. Tietgen and the Banque de Paris. 
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same time as Knut’s foreign tour and at first the prospects looked any- 
thing but encouraging. That being so, A. O. Wallenberg instructed Knut 
to try to find abroad “someone willing to earn money and join in the 
subscription in our stead, since we have nothing to invest ourselves. 
—— — Our bank’s shares will become valuable securities again; of that 
I am convinced.” Knut was first of all to approach a number of Swedes 
resident abroad, but in Paris he was also to contact Baron Alphonse 
Mallet. He carried out his instructions but received an evasive reply 
and asked to be excused from having to offer the bank’s shares for 
subscription abroad. His request was promptly granted and A. O. Wal- 
lenberg stated that he considered the shares far too good to be offered 
around for sale. He could, however, “do someone a favour” —for example 
the singer Jenny Lind—by allowing them to subscribe. The idea of 
placing the bank’s shares abroad was a desperate expedient which was 
quickly abandoned. The subscription was, however, a success, and 
512,000 kronor, i.e. more than half, was subscribed by 69 new share- 
holders. Thus the funds received by the bank were not primarily ac- 
counted for by the reinvestment by the old shareholders of the money 
repaid in 1876—indeed the greater part of the refund had been made 
in bonds which in 1879 were barely saleable—but represented fresh 
funds from new investors. Thanks to these resources, together with loans 
from the railway mortgage fund, the liquidity crisis was overcome. The 
bank was given the chance “to make a fresh start.” 


The work of repairing the damage done and regaining for the bank 
its former prestige could not be accomplished overnight. Externally, the 
situation was not finally cleared up until 1893, when the last loans from 
the railway loan fund were repaid. The bank’s task was made harder by 
the decline in prices which characterised the period down to the mid- 
1890s. This decline affected the whole banking system, the expansion 
of which slowed down in the 1880s. As far as SEB was concerned, the 
chief sources of trouble were the heavy commitments in industry and 
railways which the bank had assumed during the boom. 

The loans and the new issues, however, provided the resources for 
fresh business. This was immediately reflected in the bank’s balance 
sheet, which was higher by over 7,000,000 kronor in 1880 than in 1879, 
thus actually exceeding the figure reached during the boom. During 
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A. O. Wallenberg’s remaining years, however, there was if anything a 
decline—though part of this is explained by the large-scale depreciation 
allowances then made. It is rather curious, however, that these provi- 
sions were not taken into account in fixing the dividends, so that the 
distributed dividend of 8 % made it necessary to draw on the reserves 
by as much as 100,000 kronor annually. 

It is of special interest to note the kind of operations for which the 
bank’s resources were used. The bank’s official statistics clearly show 
that the principal réle was the discounting of domestic bills. The bank’s 
holdings of these were as follows: 


1876 3,769,000 kronor 1881 6,626,000 kronor 
77 3,244,000 82 7,664,000 
78 1,681,000 83 8,166,000 
79 2,126,000 84 7,410,000 
80 5,260,000 85 7,066,000 


The only observable decline in discounting thus occurred in 1878, 
the first year of the crisis, after which the trend at once rose again and 
by 1880 was already considerably above the figures for the boom 
years. There was in fact a decisive change in the bank’s policy after 
the crisis. Instead of assuming long-term industrial commitments, which 
it had seen could lead to a disastrous freezing of funds at a time of 
crisis, the bank reverted to the provision of working capital needed in 
productive processes. Nevertheless the old commitments were still re- 
tained. At the end of 1880, out of total assets of 37,477,000 kronor, 
13,131,000 were accounted for by bonds. In the survey of the bank’s 
bond operations made at a later stage in this study based on the amounts 
actually paid up, a slightly lower figure—12,427,000 kronor—is given, 
of which 5,805,000 kronor represent railway bonds and 4,062,000 kro- 
nor industrial bonds. These large items remained more or less unchanged 
for the rest of A. O. Wallenberg’s time (p. 67). They included bonds 
arising from SEB’s largest lending operations, those to Hofors and Atlas. 
The rest of this account will be confined to a description of SEB’s rela- 
tions with these enterprises and to the story of its investments in railway 
bonds. 

The problem most urgently calling for attention was that of Hofors— 
Hammarby and Avesta—Garpenberg, the administration of which, it 
will be recalled, had been taken over by their creditors. At a meeting 
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held on 8 November 1879 the former unanimity among the creditors 
came to an end. The representative of the Riksbank proposed, and 
succeeded in carrying, a motion appointing to a vacant seat on the board 
of administrators a person other than the one—Major G. Lillieh6ok— 
suggested by the main creditors, including SEB. As a result SEB in- 
stituted bankruptcy proceedings against the company, a step which led 
to a protracted and bitter journalistic feud in which it was alleged that 
the bank had brought about the downfall of the Petrés in order to 
acquire for itself their valuable ironworks.’ 

Thenceforward the bank dealt differently with the two ironworks. The 
other interested parties were allowed to buy up Avesta—Garpenberg at 
the bankruptcy auction, SEB readily accepting the loss involved—a 
loss which eventually proved to be quite small. The Hofors~-Hammarby 
ironworks, on the other hand, were bought by A. O. Wallenberg. The 
latter succeeded in arranging the subscription of shares to the amount of 
1,000,000 kronor, of which he himself subscribed 50,000, for a newly 
formed company, Hofors Aktiebolag, which took over the old company’s 
landed property. The price was their cost to SEB in principal and inter- 
est, a total of 3,583,000 kronor, including 1,500,000 kronor in the form 
of partial bonds. The bank received payment of the company’s share 
capital of 1,000,000 kronor and took over a new bond issue of 
2,000,000 kronor. An unsettled claim of 583,000 kronor still remained, 
but the bank expected to recover this when the remaining assets of the 
bankrupt firm were distributed. LillichOOk was appointed head of the 
new company.® 

Through its own shareholdings and through the bank’s commitments 
the Wallenberg family had assumed a personal responsibility for Hofors. 
The hope that the bank would soon recover its remaining claim was not 
fulfilled. In the years 1882 and 1883 a dividend of 5 % was paid but 
for several years thereafter there was none at all. In these circum- 
stances it was not easy to unload the bonds on the capital market and 
the total amount which the bank was in fact able to sell came to only 
300,000 kronor. It proved necessary, moreover, to supply further funds, 


7 Hz. T. Frolander, op. cit., pp. 53 ff. 
8 Bank Inspector’s Report. C. G. Carlquist to Minister of Finance, 13 August 1881. It 
must be supposed that the funds required for paying shares subscribed were obtained to 
a great extent through loans granted by the bank. This was at least the case regarding 
some shares which were subscribed to by employees of Hofors (p. 124). 
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with the result that by the end of 1885 SEB’s net advances to the com- 
pany had risen to 2,993,000 kronor. 

In looking after its interests in the Hofors concern and other iron- 
works the bank collaborated as a rule with the iron exporting firm of 
Alrutz & Co., one of its clients at least since 1878. The firm’s dealings 
with the bank covered a wide range: deposits on current account, credit 
accounts, bill discounting, loans against promissory notes, loans against 
goods and a variety of special accounts. During the 1880s its indebted- 
ness to the bank rose steadily and by the end of 1885 it amounted to 
1,736,000 kronor; at the same time the firm had 23,000 kronor on 
current account. The firm did business both in Stockholm and Lon- 
don. Upon the death of Reinhold Alrutz in 1889 it was taken over by 
the brothers Carl and Jesper Svedberg, the former acting as sales repre- 
sentative in London while the latter maintained contact, from Stock- 
holm, with the various ironworks whose products the firm marketed. Its 
loans from the bank went on increasing until the mid-1890s; by 1893 
their total was more than 4,000,000 kronor, so that after Hofors they 
represented the bank’s largest single commitment. The Bank Inspector 
had already commented on its size in 1891. Repayment did not take 
place until the latter half of the 1890s. Reinhold Alrutz was of great 
assistance to the bank in the crisis of 1879. The co-operation between 
SEB and this firm of iron-exporters may be said to represent a tran- 
sitional stage between the old system under which the financing of the 
iron industry was organised by the merchant houses alone and the new 
method of bank financing of modern times. 

As for Hofors, measures to support it were taken both by the export 
firm and by the bank. In this connexion, K. A. Wallenberg had his 
first experience of founding a company. The Hofors concern owned a 
closed-down forge near Urfors. This was put into operation again when, 
early in 1881, K. A. Wallenberg began to exploit an invention for 
producing machine-made horse shoes. Though he worked mainly in co- 
operation with Alrutz he was undoubtedly himself the prime mover in 
the foundation of the firm Hofors Hastsko AB. He spent some time 
travelling in Europe to study the manufacture of horse shoes. Out of 
the share capital of 240,000 kronor, he and Alrutz each subscribed 
50,000 kronor and the inventor, C. A. Rooswall, 60,000 kronor, proba- 
bly the sum he was paid for the invention. It is noteworthy that the 
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other shareholders included Oscar II, who showed a real interest in this 
enterprise and invested 25,000 kronor, the same amount as A. O. Wal- 
lenberg. Complications arose quite soon, however, owing to the fact 
that the inventor did not succeed in completing his designs. The danger 
arose therefore that the firm might fail to obtain a loan of 50,000 kronor 
which it had counted on getting from the government-financed loan 
fund for manufactures, but all appears to have turned out well in the 
end. Knut was kept extremely busy seeing to a host of details and paying 
particular attention to advertising and marketing arrangements. He said 
he had to run about “like a Probenreuter with horse shoes in every 
pocket.” He also tried to sell the invention abroad as this seemed es- 
pecially desirable in view of the fact that costs were proving consider- 
ably higher than had been estimated. In the course of 1883 manufactur- 
ing was started in real earnest. But costs were too high and the business 
ran at a loss. Not until 1885, when the head of the firm, the engineer 
K. Th. Rennerfelt, built new machines and reorganised production on 
new lines, does the enterprise appear to have begun to show a profit.® 

With regard to the Hofors concern proper, it looks as if it was Alrutz 
who was the driving force behind the introduction of the Bessemer proc- 
ess, which was adopted in 1884 but which, like many other things at 
Hofors, gave rise to difficulties at first. This matter, moreover, was prob- 
ably the particular concern of A. O. Wallenberg, Knut only intervening 
on certain occasions. The latter took steps to secure the appointment of 
a special man to take charge of the Bessemer foundry and declared that 
the firm could not go on experimenting. His attitude is quite understand- 
able in view of the increasing amount of funds involved. 

In 1884 K. A. Wallenberg was entrusted by Alrutz with the special 
task of acquiring on his behalf and that of the brukspatron® Martin Nis- 
ser, the majority of the shares in Klosters Bruk. He bought the shares in 
his own name, since the real purchasers, especially Alrutz who was 
seeking to become the company’s marketing agent, did not wish their 
own names to appear in the deal. The financing of this transaction 


® I. Rennerfelt, Flytande tillverkning av hdstskor, Dedalus 1944. 

10 The Swedish word brukspatron is often translated as ironmaster, but this does not 
adequately convey his social as well as economic importance. The brukspatron was 
the head of a bruk, a community engaged in the metal industries in 18th and 19th 


century Sweden. His activities went far beyond metal-production; he was in fact a 
veritable Lord of the Manor. 
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naturally led to an increase in Alrutz’s indebtedness to SEB. Moreover, 
Klosters, which had disappeared from among the bank’s clients in 1878, 
now became one of its borrowers again. At the end of 1885 it was 
indebted to SEB to the extent of 1,052,000 kronor. The financing of 
the iron industry during the depression of the 1880s tended in various 
ways to increase SEB’s current lending. But K. A. Wallenberg was irre- 
pressibly optimistic on this score as is clearly shown by a letter of his to 
Alrutz in February 1885: “Yesterday,” he wrote, “there came from Eng- 
land a moaning brukspatron who told tales of woe worse than Jeremiah’s, 
but happily he is off back to his own country this morning. His lamenta- 
tions were still ringing in my ears when I received your letter of the 7th, 
which is even worse. Now the iron business is admittedly in a bad state, 
but for that very reason there is hope of improvement, and I really do 
not think we shall starve to death in the meantime. ‘Take it easy.’ ” 


The other major industrial commitment which caused trouble from 
1879 onwards was that with AB Atlas. In 1879 the bank’s claims 
amounted to 2,183,000 kronor plus 208,000 in bonds. In the following 
year 800,000 kronor of this commitment was converted into a bond 
loan which remained, however, in the bank’s portfolio. Before long the 
total of actual advances to the company began to rise again and in 1885 
they reached 3,618,000 kronor. The first large addition came in 1883, 
when Atlas bought the Brynds shipyard in Gavle. The intention was to 
increase the firm’s capacity for producing ships’ boilers and tlie like. 
Substantial amounts were spent on rebuilding the shipyard, but the 
resultant rise in Atlas’s production was only shortlived. As the depression 
was largely connected with the falling-off in railway construction, Atlas 
was very seriously affected by it. The bank, for its part, did all it could 
to strengthen the firm’s competitive position, one of its measures being 
to offer a particularly long-term loan to the Russian firm of Nobel Bros. 
on condition that they ordered a tanker from Atlas. The risk involved 
in the Atlas commitment was, however, lessened by the fact that the 
firm’s Stockholm factories stood on a particularly valuable site.** 

The Atlas commitment was connected with the railway-building boom. 
This had also led the bank to invest 5,463,000 kronor in railway bonds 


11K. Modin, Atlas Diesel 1873—1948, p. 30. 
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by the end of 1879. During the following years hardly any unloading 
was possible. In fact, owing to the Halmstad—Jénkoping railway, the 
bank’s holdings of railway bonds were increased. The building of this 
railway was begun in 1872 and half the necessary finance was to be 
obtained by means of a 5 % bond loan for an amount of 7,000,000 
kronor, to be issued during the construction period and to be taken 
over at 80 by Goteborgs Handelskompani, which in turn invited SEB 
to participate to the extent of one-eighth. In support of their sugges- 
tion the Handelskompani enclosed a letter from the Governor of Halm- 
stad assuring the bank that the railway in question was just as safe 
a proposition as the state railways. But its construction made slow 
progress, partly owing no doubt to the bankruptcy of Géteborgs Han- 
delskompani. The banking firm of C. G. Cervin appears to have taken 
the Handelskompani’s place at the head of the consortium. The general 
railway building débacle had caused a major slump in quotations for 
railway bonds. In December 1879 K. A. Wallenberg sought in vain to 
interest the Banque d’Escompte de Paris in the buying of Bergslag rail- 
way bonds at 38-40. Immediately after this, however, quotations rose 
again as conditions on the money market eased. At the end of 1880 the 
Riksbank sold a number of Halmstad—J6nk6ping bonds at 50. 

In 1881 the government decided to contribute 500,000 kronor to- 
wards the 1,300,000 needed in order to complete the projected railway 
line by linking it up with the state railway network at Nassj6. This 
naturally improved the position of the company, which then felt itself 
justified in demanding payment at the rate of 65 for the rest of the 1872 
bonds. The task of finding buyers for the bonds was entrusted to 
Cervin, but SEB also felt that it ought to assist to an extent corre- 
sponding to its own part in the enterprise—namely one-eighth. In the 
absence of A. O. Wallenberg this matter was dealt with by Knut, who 
wanted to place the bonds with the foreign merchant bankers who had 
previously invested funds, i.e. first and foremost Mallet Fréres and the 
Société Générale. It was essential to make every effort to obtain sub- 
scriptions for the full amount, since the railway would otherwise not be 
finished. Cervin investigated the possibilities of the British market, but 
there the potential investors made their subscription conditional upon 
their being allowed to build the railway at a very high price; K. A. Wallen- 
berg therefore preferred to try to place the bonds in Paris where his father 
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happened to be at the time. In the end SEB subscribed for a nominal 
amount of 100,000 kronor, later increased to 180,000 kronor. The build- 
ing of the railway was to be completed by a Swedish firm, but as K. A. 
Wallenberg wrote “any sum that can be raised abroad is welcome.” A 
reluctance to accept English contractors was the chief reason for the bank’s 
fresh railway commitments. Behind it all, of course, lay SEB’s interest 
in Atlas. The French capital market appeared a preferable alternative to 
the English, where financial assistance was closely linked with exports. 

This was particularly true in the case of the Halmstad—Jonk6ping 
railway company, the greater part of whose capital was in all prob- 
ability obtained from England. In 1884 it became evident that this 
railway could neither pay its way nor service its bonds. SEB bought 
a further quantity of bonds, now at 50, bringing its total investment in 
this undertaking to 665,000 kronor. At the same time a consortium of 
bondholders was formed and this passed a resolution that the company 
should be wound up and in 1885 bought the railway by auction for 
1,000,000 kronor. A new company, Halmstad—Nassj6 Jarnvags AB, 
was formed and the bank received in return for its outlay 399,000 kro- 
nor in bonds of the new company, at par, together with the same nominal 
amount in shares, at a rate of 6627/3." 

The shares received by the bank were by no means sufficient to give 
it a controlling majority, but, owing to the leading part played by the 
Wallenbergs in the consortium, it fell mainly on them to bring the re- 
construction of the company to a successful conclusion. It was probably 
through them that the company acquired its new managing director, 
Axel Akerhielm, an army captain, who stayed with it for many years. A 
long series of letters enables us to follow the collaboration between Aker- 
hielm and the Wallenbergs and the personal friendship which developed 
between them. Marcus Wallenberg described Akerhielm as “very orderly 
and extraordinarily thrifty” and mentioned him as having been successful 
in appointing a very good manager for the traffic department. No major 
problems appear to have arisen; only on a few occasions did the com- 
pany have to draw upon the bank’s resources, and even then the amounts 
involved were relatively small. At times it had a credit balance with the 
bank and gradually it became a profitable business. K. A. Wallenberg was 
nevertheless cautious in the matter of dividends. He considered that 


12 H. T. Frélander, op. cit., p. 69. Also evidence in SEB’s general ledger. 
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3-4 % was enough until such time as the railway was in a satisfactory 
condition and that until then it ought not to show any very large profit 
either. 

The bank engaged in this affair at a time when its resources did not 
allow very much to be spent on making the enterprise run at a profit. An 
idea of what it was able to do is given by a letter written by K. A. Wal- 
lenberg to his father after a visit to Halmstad in September 1885. He 
mentioned Governor Nordenfalck’s plans for a railway from Halmstad 
to Bolmen, and the Wallberg family’s efforts for the enlargement of the 
harbour and the construction of a branch line to Atran. These plans 
conflicted with one another to some extent and violent personal antago- 
nisms were also involved, but Knut was careful not to get on bad terms 
with anyone, least of all the Wallberg family. It is evident that he clearly 
appreciated the importance for the railway’s prospects of the local entre- 
preneurs with whom he came into contact. Within a few years the Atran 
branch line was in fact built, bringing the Halmstad—Nissjo railway a 
considerable amount of fresh traffic; in addition the harbour of Halm- 
stad was enlarged. After 1888 a number of industries began to grow up 
along the railway line, appreciably increasing the variety of traffic 
handled. The only contribution of SEB, however, was the granting of 
a credit of 250,000 kronor to the railway company and the placing of a 
bond issue to finance the extension of the harbour.** 

The period from 1871 to 1886 was a dramatic phase in the history of 
Stockholms Enskilda Bank and one which witnessed important innova- 
tions. The bank undertook large-scale industrial commitments, primarily 
by taking over bond issues. The fact that this was done almost entirely 
with deposited funds very nearly proved fatal. When the bank had 
weathered the storm it reverted to its earlier business principles. This is 
the light in which should be viewed its collaboration with Alrutz and 
Co., the latter having represented the owners’ interest in the iron- 
works while the bank provided working credits. SEB resolutely avoided 
any further long-term commitments, while at the same time making 
every effort to put the old ones back on a sound footing. But the sombre 
picture was not relieved by any ray of light during A. O. Wallenberg’s 
remaining years. 


18 Jarnvdgsforeningen, 1926 II, 231 ff., 361 ff. O. Gasslander, Halland och de moderna 
kommunikationerna. §. Brisman, Sveriges Affarsbanker Il, 75 ff. 
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CHAPTER III 


BALANCE SHEET AND PROFITS 
1856—1914 


Surveys of the bank’s activities are available for each year in the form of 
the end-of-year balance sheets and the reports of the directors and the 
auditors. But these documents only give that information which could 
be and had to be published at the particular time when they were pre- 
pared. There were many ways in which the balance sheet figures could 
be kept quite unaltered even though considerable changes had actually 
taken place (p. 159). The reasons for and the frequency of such measures 
varied, with the result that the significance of the balance sheet figures 
differs greatly from one year to another. The figures merely give an idea 
of the official picture of the bank’s position at the time in question and 
can therefore only provide the material for a very rough outline of its 
development. 

The figures presented in the tables in this chapter have been arranged 
so as to give information concerning the bank’s own capital, its note- 
issuing activity, the deposits entrusted to it by the public, its indebted- 
ness to Swedish and foreign banks, etc. In view of the fact that the bank’s 
practices varied from one case to another, a break-down of its lending 
into the various form which it took—bill-discounting, loans, letters of 
credit, etc.—is not of very great interest. It is by no means inconceivable 
that the management may have wished to ensure that in the figures 
available to the public and the Bank Inspector no one form of lending 
should show a greater increase than the others. The only figures for 
lending reproduced here therefore are those relating to banks, including 
foreign claims and bills. Finally, the bank’s cash holdings (including 
short-term bills) have been shown. The data described above are pre- 
sented in Table I. 
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The balance sheet totals reflect a relative stagnation in SEB’s develop- 
ment in the 1860s, a rapid expansion in the 1870s and a further period 
of stagnation up to the latter part of the 1880s. Really vigorous expan- 
sion starts in 1893 and continues in general without any setback or slack- 
ening of pace, until 1901. Growth after 1901 is less regular, but the 
average rate of increase is roughly the same as in the most expansive 
phase of the 1890s. For a long time only a small proportion of the 
resources employed in this activity came from the bank’s own capital. In 
the 1880s the bank’s capital consistently represented less than one-tenth 
of total assets. In 1893 the absolute amount of the bank’s capital was 
suddenly doubled and its ratio to total assets rose to 15 %. By the end 
of the period under review, the bank’s own funds had increased more 
than tenfold and accounted for about one-quarter of total assets. A 
factor which in the earliest days played almost as important a part in the 
bank’s business as its own capital was its note-issuing activity. This 
slackened in the 1870s, however, and, despite some revival in the 1880s, 
it never quite kept pace with the subsequent expansion. Even before the 
right of private banks to issue notes was stopped by law as from 1904, 
it had ceased to play any significant role. The main source of funds 
throughout the whole period consisted in the deposits placed with the 
bank by the public. These were of greatest relative importance in the 
1870s; the substantial absolute increase in their amount in the 1890s and 
thereafter was not quite sufficient to enable them to maintain their posi- 
tion. With regard to SEB’s claims on and indebtedness to banks and its 
foreign accounts and bills, it should be pointed out that for the years 
1880-92 the relevant figures include the loan from the railway loan 
fund, which originally amounted to 4,000,000 kronor. For the bank’s 
earlier years the figures presented here mainly consist of liabilities; 
around the middle of the 1890s, however, the position is reversed. 

Thus the bank operated for a long time with a very modest capital of 
its own, but the pronounced rise in its turnover in the 1890s had a 
parallel in a sharp increase in these resources. An important problem 
therefore is how the additional funds were acquired. At the present stage 
the question will be considered solely in relation to the development of 
profits and the distribution of dividends. Table II shows the bank’s net 
profits and the way in which they were used. 


As has been explained the bank’s first decades were characterised by 
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I. SELECTED BALANCE SHEET ITEMS 1857—1914 
End of year figures 


Credit items 


Cash 
1857 640 
58 706 
59 1,850 
1860 1,793 
61 630 
62 611 
63 1,132 
64 879 
65 1,565 
66 961 
67 803 
68 1,760 
69 1,014 
1870 1,522 
71 1,117 
72 1,711 
73 1,797 
74 1,201 
75 2,256 
76 2,778 
vi 2,585 
78 2,189 
79 2,948 
1880 23322 
81 3,845 
82 3,324 
83 4,009 
84 S37, 
85 3,903 
86 3,275 
87 2,714 
88 3,076 
89 2,914 
1890 2,769 
91 2,845 
92 2,506 
93 3,361 
94 3,943 
95 5,305 
96 3,556 
97 3,118 
98 4,429 
99 6,003 
1900 Ss ili, 
01 5,824 
02 5,099 
03 5,468 
04 7,943 
05 7,099 
06 7,229 
07 7,901 
08 4,731 
09 4,527 
1910 4,753 
11 4,592 
12 6,489 
13 6,488 


14 6,707 


Banks, 
Foreign 
accounts 
and bills 


551 
1,624 
1,113 


369 
1,561 
2,088 
1,749 
1,541 

325 
1,758 
1,069 
1,669 

803 


1,075 
4,424 
2,877 
1,319 
2,213 
1,776 
2,860 
1,186 

258 
2,648 


4,100 
2,778 
2,434 
1,360 
2,615 
BGS 7, 
3,614 
5,383 
5,665 
7,331 


7,657 
Shp) 
4,597 
6,847 
9,382 
11,537 
15,460 
21,532 
20,668 
22,463 


20,369 
15,435 
14,547 
18,710 
26,285 
20,507 
15,235 
13,894 

9,752 
18,050 


20,471 
14,672 
22,423 
29,559 
30,377 


Debit items 


Banks, 
Foreign 
accounts 
and bills 


615 
1,061 
918 


1,375 
1,772 

384 
1,156 
1,461 
2,300 
2,437 
3,499 
3,678 
3,204 


4,617 
5,630 
S977, 
4,277 
3,616 
3,245 
35325 
6,144 
3,574 
5,291 


6,211 
6,361 
6,443 
7,484 
6,341 
es 
7,193 
8,095 
7,914 
9,365 


8,363 
7,667 
6,790 
6,206 
7,010 
8,406 
6,610 
5,661 
10,317 
10,203 


12,414 

8,757 
10,547 

O15 
22,765 
16,753 
11,355 
20,419 
11,674 
20,498 


10,035 
13,413 
10,779 

9,504 
35,230 


Deposits 


2,888 
9,507 
8,049 


9,412 
8,927 
10,160 
93355 
8,650 
9,845 
9,944 
10,398 
11,274 
11,901 


11,195 
13,341 
15,497 
15,309 
18,467 
20,983 
24,608 
24,321 
22,055 
18,853 


23,165 
22,735 
20,770 
22,258 
24,673 
22,613 
24,702 
25,581 
28,088 
28,278 


29,816 
29,994 
32,608 
32,867 
33,559 
36,502 
36,324 
40,221 
43,595 
48,496 


52,374 
56,462 
57,702 
60,197 
63,609 
64,427 
133113 
77,825 
81,426 
80,260 


86,675 
81,950 
90,661 
107,164 
121,581 


Own 
notes 


930 
1,148 
1,394 


1,557 
1,550 
1,663 
1,584 
1,694 
1,365 
1,174 
1,022 

965 
1,071 


1,098 
1,274 
1,984 
1,599 
1,968 
1,657 
1,764 
1,653 
1,636 
2,055 


2,266 
3,346 
2,936 
2,863 
3,293 
3,091 
3,379 
3,204 
2,881 
2,950 


2,979 
3,641 
3,984 
3,712 
3,896 
4,009 
4,316 
4,419 
4,481 
4,610 


Capital 
d 


reserves 


1,038 
1,237 
1,415 


1,636 
1,872 
2,000 
2,087 
2,166 
2,290 
2,205 
2,268 
2,301 
PSPS) 


2,442 
2,558 
2,510 
2y12d 
3,016 
3,521 
3,839 
3,090 
3,602 
4,114 


4,031 
35925 
3,814 
3,700 
3,588 
3,473 
3,480 
3,488 
3,495 
3,505 


3,620 
3,734 
3,849 
7,742 
7,971 
8,248 
8,469 
11,841 
12,411 
12,950 


13,491 
14,177 
14,723 
15,766 
19,635 
20,466 
26,777 
27,254 
28,351 
31,640 


38,243 
44,548 
47,152 
56,241 
57,045 


In thousands of kronor 


Balance 
sheet 
Total 


5,692 
14,242 
11,956 


14,205 
tSS227 
15,216 
14,399 
14,231 
16,078 
16,371 
18,243 
18,559 
18,870 


19,693 
23,697 
27,110 
26,136 
28,365 
30,270 
36,450 
36,086 
31,550 
31,239 


37,477 
37,368 
35,396 
36,958 
38,769 
37,536 
39,365 
41,880 
47,152 
48,211 


49,467 
48,127 
48,695 
51,320 
55,270 
58,890 
62,699 
68,925 
77,974 
82,900 


86,044 
90,427 
90,717 
93,566 
113,641 
104,135 
117,325 
132,688 
128,671 
141,790 


142,550 
148,144 
160,096 
184,880 
219,854 


GENERAL DEVELOPMENTS 1856—1914 


profits which were so large in relation to its modest share capital that, 
despite the distribution of appropriately generous dividends, the bank 
was able to place substantial sums to reserve. In 1876, however, the 
shareholders at one stroke received back the entire sum they had invested. 
As early as 1879 the bank again raised the same amount, 1,000,000 kro- 
nor, by a new share issue. In the years 1880-85, however, the profits 
shown in the final statements were not sufficient to cover the dividend 
distributed, so that the reserves had to be drawn upon. In 1886, when 
the bank’s profit doubled, this policy was discontinued. The amounts 
put to reserve, however, remained insignificant until as late as 1890 
when profits rose sharply. No change was then made in the dividend, 
however, with the result that the reserves were further increased. Not 
until 1893 was there any change, but then several new developments 
suddenly occurred. The bank realised an immense profit on the sale of 
railway bonds and added 2,000,000 kronor of this to its share capital. 
It also raised 1,500,000 kronor by the issue of 1,000 new shares at 150. 
Its share capital was thus increased to 6,000,000 kronor and the divi- 
dend was thereupon increased from 8 to 9 %. 

The bank had no difficulty in meeting the interest charges on its in- 
creased capital; on the contrary, its profits rose steadily. In 1897 it ac- 
quired further funds by the issue of preference shares to the amount of 
3,000,000 kronor. These at first bore interest at 5 % and later at 41/2%. 
Again in 1904 a further 3,000,000 kronor was added to the bank’s 
ordinary capital by a new issue at par, and in 1906 an issue of the same 
number of ordinary shares was made at 200. In the meantime the dividend 
had been raised, but only from 9 to 10 %. The year after this last new 
issue, however, the dividend was increased to 12 %. Similar action was: 
taken in 1910, when the bank raised a further 6,000,000 kronor by a 
new issue of ordinary shares at 200, whereupon the dividend for the year 
was increased to 14 %. The next year 4,500,000 kronor were obtained 
by the issue of 5 % preference shares and in 1913 a new issue of ordi- 
nary shares at 200 brought in 6,000,000 kronor. This was the last time 
in the bank’s history when the share capital was raised by cash pay- 
ments, All later increases in the share capital have taken the form of 
bonus issues. 


It will thus be seen that, as far as profits and the formation of reserves 
are concerned, there was a fundamental change of policy in 1893. Before 
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II. NET PROFITS AND THEIR DISTRIBUTION 1857—1914 


In thousands of kronor 


Interest on Allocation Allocation 

Net profits | Bonuses*) preference to ordinary to 

shares shareholders reserve 

$$ ———CSSHares Shareholders _ reserve 
1857 83 4 65 14 
58 304 25 100 179 
59 304 25 100 179 
1860 352 30 170 152 
61 446 37 250 159 
62 407 32 250 225 
63 364 2 250 87 
64 356 26 250 80 
65 405 31 250 124 
66 342 24 250 68 
67 336 24 250 62 
68 310 26 250 34 
69 376 33 250 93 
1870 368 32 250 86 
71 401 35 250 116 
72 442 39 250 153 
73 513 46 250 217 
74 593 54 250 289 
75 833 78 250 505 
76 646 60 250 336 
tH) 615 51 1,300 — 736 
78 335 24 200 111 
79 225 12 160 5 
1880 141 14 240 — 113 
81 146 15 240 — 109 
82 145 15 240 — 110 
83 143 14 240 — 111 
84 142 14 240 — 112 
85 143 14 240 — 111 
86 291 14 240 Si 
87 292 14 240 38 
88 291 14 240 37 
89 294 14 240 40 
1890 411 26 240 145 
91 409 26 240 143 
92 412 26 240 146 
93 2,712 49 310 2,353 
94 731 43 540 148 
95 875 58 540 20 
96 812 51 540 221 
97 992 80 75 540 297 
98 1,330 114 150 540 526 
99 1,310 112 150 540 508 
1900 1,349 117 150 540 542 
01 1,515 138 150 540 687 
02 1,354 118 150 540 546 
03 1,959 227 143 540 1,049 
04 1,899 197 135 900 667 
05 2,139 233 135 1,080 691 
06 2,098 205 135 1,440 318 
07 2,337 240 135 1,440 522 
08 3,015 342 135 1,440 1,098 
09 2,769 305 135 1,440 889 
1910 2,433 255 135 1,680 363 
11 2,242 294 248 2,100 600 
12 5,286 634 360 2,100 2,192 
13 5,933 592 360 2,370 2,611 
14 4,695 396 360 2,520 1,419 


*) Distributed to the managing director and other members of the board. 
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that year the dividend distributions consisted not only of profits but also 
of cash drawn from the reserves. Only in the acutely difficult situation 
prevailing in 1879 did the bank have recourse to a new issue of shares. 
But there was never any return to this policy once profits had again 
reached a high level. Instead the dividend was gradually increased while 
at the same time substantial amounts of fresh capital were raised by new 
issues of shares, usually at heavy premiums, which altogether brought 
in 9,500,000 kronor. The bank itself was thus given the largest possible 
basic capital; in addition its resources were further augmented by the 
proceeds of the issues of preference shares. At the same time, however, 
in accordance with the bank’s earlier principles, the building-up of 
reserves was continued. Out of the increase of 53,196,000 kronor in 
the bank’s capital-and reserves between 1892 and 1914, the sum of 
22,500,000 kronor was accounted for by subscriptions to new issues 
by holders of ordinary shares and 7,500,000 kronor by subscriptions 
for preference shares. The remaining 23,194,000 kronor consisted of 
profits placed to reserve. One point of importance is relevant to the 
next chapter which deals with the development of the bank’s other main 
source of funds, deposits. This is the fact that up to and including 1903 
the amount raised by new issues totalled only 4,500,000 kronor com- 
pared with 25,500,000 kronor in the ten years which followed. In the 
second half of the period under review it is obvious that the bank greatly 
preferred the latter method. 

It has been seen that, despite the fact that its dividend percentage was 
considerably lower than in the first decades of its existence, the bank 
was able to obtain large sums from its shareholders by means of new 
issues. Only gradually did the shareholders begin to benefit from the 
substantially increased profits. This reflects a radical change in the 
bank’s attitude towards its shareholders, compared with the earlier period. 
They were now no longer primarily partners but rather passive investors 
of capital, so that the funds which they contributed may be said to have 
possessed something of the same character as the deposits entrusted to 
the bank by the general public. But they differed in one essential respect 
—namely, that they could not be withdrawn at a time of crisis. The bank 
was thus much better able than in the 1870s to employ its loanable 
funds for long-term industrial investments and to act as a share-issuing 
house, a banque d'affaires, for the financing of large-scale industrial 
enterprises. 


44 


Ss S . 


CHAPTER IV 


DEPOSITS 
1856—1913 


As has already been mentioned, Stockholms Enskilda Bank was the first 
among the Swedish banks to obtain any considerable amount of money 
from the public on deposit account and was therefore also the first to 
have large enough sums entrusted to it for sufficiently long periods to 
enable deposits to play a significant rdle, together with the bank’s note- 
issuing activity, in providing it with loanable funds. In the 1890s, the 
period preceding the cessation of note-issuing by private banks in 1903, 
SEB’s deposits increased enormously. At that time, also, two new types 
of account were introduced, capital and savings accounts. It seems 
appropriate to begin by discussing the period up to 1891 when there 
were only deposit and current accounts and then to go on to deal in a 
similar way with the subsequent period. 


1. The era of the deposit account 1856-1891 


The Stockholm money market offered better opportunities for obtaining 
deposits than did the rest of the country (p. 10). In the period of the 
discount houses it had been found possible to raise considerable sums 
of money against 3 % promissory notes; the discount houses were, how- 
ever, obliged to cash these notes at sight. When SEB began to operate, 
the rate of interest of the discount houses was paid on current accounts: 
the bank allowed 3 % on amounts for which interest was calculated on 
a daily basis, and 4 % on minimum monthly balances. The rate paid 
on deposit accounts was fixed at 3 % only when they were subject to 
14 days’ notice; the rate for deposits at one month’s notice was 4 % 
and that for the maximum period of three months, 5 %. Since at this 
time the banks still considered that they could not charge more than 
5 % on their advances, it was the least stable portion only of their 
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deposits that offered the possibility of a profit margin. The reason why 
they nevertheless decided to accept deposits earning high rates of interest 
would seem to have been that they intended to use these funds for bill- 
discounting which was not subject to the legislation regarding maximum 
interest rates (p. 17). As a result of the crisis of 1857 the regulations 
restricting interest rates were in practice relaxed, although this change 
did not in fact become legal until 1863. This made it easier to apply to 
deposits a rate of interest approximating to that obtainable on the free 
money market and on a level with the 5 % paid by the savings banks.’ 

SEB thus began its activity at a tiie when interest rates were still 
restricted by law, but was later freed from this handicap. A general idea 
of the development of its deposits is given by Table III. After only a few 
months the amounts received on deposit accounts began substantially to 
exceed those on current accounts, the only type of account of importance 
for deposits in the older banks; this was obviously a result of the higher 
interest rates allowed on the former. It should also be remembered, how- 
ever, that deposit accounts were better suited than current accounts to 
the mechanics of the free money market, involving the use of promissory 
notes both for investment and borrowing (p. 9). The deposit certificates 
were in reality promissory notes. But the bank did not react to a heavy 
influx of funds on deposit accounts in the same way as would a normal 
borrower when no longer in need of a loan, i.e. by repaying the borrowed 
money. 

Brisman traced the debate concerning SEB’s policy towards de- 
posits in the board minutes of the bank’s early years. He states that A. O. 
Wallenberg showed no particular interest in deposit accounts but was 
primarily interested in furthering the use of current accounts, and also 
that he was in favour of regulating the bank’s cash holdings by means of 
variable interest rates. A closer examination of the minutes also reveals 
that he considered that it would be possible to make the payment of a 
higher interest rate on deposits subject to a time-limit. But other members 
of the board were unwilling either to increase the rate allowed on long- 
term deposits or to reduce it below 5 %, maintaining that excessive cash 
holdings would have to be dealt with in some other way. These members 
were in favour of seeking to obtain a regular flow of longer-term funds 


1 S. Brisman, Sveriges Affarsbanker, I, 16 ff., II, 30 ff., 45 f. 
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III. DEPOSIT AND CURRENT ACCOUNTS 1857—1891 


End of year figures 
a ee a 


Deposit accounts Current accounts Total in 
thousands 
Amount, Number Amount Amount, Number Amount of kronor 
in thou- of certifi- percer- inthou- of per 
sands of cates tificate sands of accounts account 
kronor kronor 
1856 502 276 778 
Sil 2,415 1,814 1,331 453 240 1,890 2,868 
58 5,857 3,143 1,864 3,566 518 6,880 9,423 
59 5,387 4,249 1,268 2,478 AA 3,480 7,865 
1860 6,826 5,626 1,213 2,367 799 2,960 9,193 
61 6,796 6,341 1,072 1,952 840 2,320 8,748 
62 7,436 6,843 1,087 2,446 866 2,830 9,882 
63 7,270 7,282 998 1,789 870 2,060 9,059 
64 6,794 6,977 974 1,642 840 1,960 8,436 
1865 7,440 7,195 1,034 2,095 1,000 2,100 9,535 
66 T3536 7,089 1,063 2,201 1,150 1,910 9,737 
67 7,718 6,517 1,184 2,494 1,243 2,010 10,212 
68 8,170 6,376 1,281 2,825 1,220 2,320 10,995 
69 9,659 6,474 1,492 2,109 1,101 1,920 11,768 
1870 8,752 6,336 1,381 2,296 1,075 2,140 11,048 
1 10,797 6,251 e/a 2,207 1,204 1,830 13,004 
72 12,196 6,523 1,870 2,989 1,344 2,220 15,185 
73 dE Si, 6,705 1,683 3,082 1,645 1,870 14,369 
74 14,916 7,906 1,887 3,092 1,628 1,900 18,008 
1875 16,863 9,616 1,754 23503 /7/ 2,159 1,800 20,740 
76 20,318 11,330 1,793 4,022 2,636 1,530 24,340 
Wil 20,483 12,072 1,697 3,662 2,905 1:260 24,145 
78 19,279 11,513 1,675 2,632 2,768 950 21,911 
79 15,300 7,408 2,065 Ce Row) ZO 1,200 18,467 
1880 17,102 7,200 Dot 4,504 2,834 1,590 21,606 
81 15,752 6,636 2,374 4,976 3,075 1,620 20,728 
82 14,921 6,321 2,361 5,306 3,550 1,490 20,227 
83 16,305 6,464 2523 5,448 3,689 1,480 PARSE! 
84 17,710 6,647 2,664 5,830 3,827 1,520 23,540 
1885 16,548 6,674 2,479 5,647 3,896 1,450 22,195 
86 18,633 6,815 2,734 5,750 3,940 1,460 24,383 
87 19,507 6,378 3,058 SOL9 4,049 1,360 25,026 
88 18,975 5,288 3,588 6,769 3,920 1,730 25,744 
89 17,328 4,263 4,064 9,244 4,057 2,278 26,572 
1890 21,934 4,912 4,465 6,282 By SySyi/ 1,770 28,216 
91 22,466 5,348 4,201 5,943 3,646 1,630 28,409 


Sources: Reports of the board. 1856, however, board minutes 29/12 1856. 


5—909439 47 


GENERAL DEVELOPMENTS 1856—1914 


from a larger circle of depositors. On the other hand Wallenberg’s inten- 
tion, as Brisman points out, was to let the deposit account serve merely 
as a transitional stage on the way to the eventual investment of the funds 
on the capital market. The question at issue was clearly whether the 
bank should compete with the brokers and merchant houses in the search 
for longer-term funds or play a réle complementary to theirs by con- 
centrating on shorter-term business. A factor which must have been of 
great importance in this connexion was the presence on the board of a 
group of men who systematically safeguarded the interests of the long- 
term depositors. A major result of this was that when the bank’s cash 
holdings became excessive it did not give notice of repayment of the 
deposit certificates outstanding, but instead tried to invest the funds in 
question at interest, the most significant forms of investment for such 
funds being foreign exchange and bonds (pp. 18 and 80). In this way the 
value to the public of the deposit accounts was considerably enhanced. 

The deposit accounts rapidly reached a high level, in spite of the 
serious financial crisis in 1857. The growth in the volume of such de- 
posits has already been dealt with. It is sufficient to note at this point 
that in 1872—.e. after the schism on the board—A. O. Wallenberg was 
authorised by the directors, in view of the very great increase in deposits, 
to give notice privately of the repayment of certificates of a minimum 
amount of 10,000 kronor, showing such discretion as might be deemed 
necessary. Whether or not he took advantage of this authorisation is not 
yet known. In any case it had no effect, for deposits doubled within six 
years. The decline and stagnation after the 1879 crisis only affected 
deposit accounts, while current accounts, which had hardly kept up with 
the rise in the 1870s, were at a higher level in the 1880s. 

Throughout the whole period deposit accounts provided the great 
majority of the bank’s borrowed funds. In the first half of the 1860s 
there was a tendency towards deposit certificates of even smaller denomi- 
nation—reflecting a widening circle of clients. Later, however, there is 
an almost uninterrupted rise in the average value of certificates. Espe- 
cially noteworthy is the decline in the number of certificates after the 
crisis of 1879, probably owing to the small depositor’s greater sensitivity 
to the agitation against the bank during the crisis.2 Current accounts 


® Frolander, op. cit., p. 64; but for a different view, see Key, op: cit. p, 120, 
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IV. RATE OF TURNOVER OF DEPOSIT AND CURRENT 
ACCOUNTS 1858—1891 


(1.0 = amount deposited or withdrawn is the same as the *balance’; see explanation on p. 50 


Deposit accounts Current accounts 
ee re 
Deposits Withdrawals Deposits Withdrawals 
1858 Del 1.9 16 14 
59 1.8 1.9 13 13 
1860 1.9 1.7 16 16 
61 PEP) ZS) 15 15 
62 1.8 1.8 17 17 
63 1.0 1.0 16 16 
64 1.0 1.0 17 17 
1865 1.4 1.3 2D 22 
66 1.4 1.4 16 16 
67 1.6 1.6 18 17 
68 1.3 12 13 13 
69 1.1 0.9 12 13 
1870 0.8 0.9 14 14 
71 1.1 0.9 14 14 
72 1.3 1.2 16 15 
73 1.4 1.5 17 17 
74 1.5 1.3 7) 17 
1875 162 1.1 14 14 
76 1.2 1.0 13 13 
77 0.9 0.9 12 12 
78 0.9 1.0 13 14 
79 0.9 1.1 10 10 
1880 1.3 1.2 12 12 
81 1-2 1.3 11 11 
82 eZ 1.3 11 11 
83 iy 1.1 11 11 
84 1.1 1.0 11 11 
1885 0.9 0.9 10 If 
86 1.1 1.0 11 It 
87 1.1 ea 11 11 
88 V2) 1.2 12 11 
89 1E2 Sh? 11 11 
1890 1.6 1.4 13 13 
91 1.4 1.4 14 14 
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display the opposite tendency to deposit accounts as regards the average 
amount per account, which declined in the latter half of this period, 
probably as a result of the fall in the price level. 


Further light is thrown on the two types of account by the rate of turn- 
over. This has been calculated as a ratio between the relevant balance 
and the total amount of deposits or withdrawals, as the case may be, 
during the year. In this context ‘balance’ signifies the average of the 
year’s opening and closing balances. If the rate of turnover is shown as 1, 
the amount deposited or withdrawn has been the same as the balance. 
A higher figure indicates a more rapid turnover and a lower one a slower 
turnover. The results are given in Table IV. A difference between the 
figures for deposits and withdrawals in any one year means of course that 
there has been a fairly considerable increase or decline in the balance. 

As was to be expected, there is a marked difference between the figures 
for the two types of account. For deposit accounts the turnover period 
was in the region of a year but for current accounts it was round about a 
month. Both types, however, show distinct variations from time to time. 
Deposit accounts at first had an appreciably higher rate of turnover, on 
occasion even faster than half-yearly, and showed relatively marked 
variations from one year to another. There was a particularly pronounced 
change from 1862 to 1863, when the rate of turnover fell to once per 
year. The rate again rose somewhat in 1865—67 but the rise was later 
reversed and the rate thereafter remained around or a little under once 
per year. A point of special interest is the fact that the rapid increase in 
the amount of deposits in the 1870s was this time not combined with a 
high rate of turnover, as had been the case on the earlier occasion— 
during the bank’s first years of activity—when there had been a marked 
rise. On the contrary, the deposit accounts showed remarkable stability. 
This must have been a fact of importance at a time when the bank was 
doing a large proportion of its lending at long term. The funds received 
by the bank must have been regarded to a great extent as savings and 
not as liquid resources. The current accounts did not have a very high 
rate of turnover to start with and there were no great variations. Current 
accounts in fact became even more stable in the mid-1870s. 

The crisis of 1879 is, strangely enough, reflected most clearly in the 
current accounts, when a decline occurred both in deposits and with- 
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drawals. The loss of funds on deposit accounts was not great at all, 
doubtless owing to the fact that it is here spread over a whole calendar 
year. The absolute figures show, moreover, that withdrawals in 1879 
were rather less than in the previous year, the decline in the balance 
having been due to a falling-off in new deposits. The depression of the 
1880s is reflected in a consistently low rate of turnover in the current 
accounts. Not until 1890 does the tempo become livelier, as was true to 
some extent also with the deposit accounts. Generally speaking, however, 
it must be said that these figures show that deposits with the bank were 
still quite unstable in character—a state of affairs hardly conducive to 
new experiments in lending of the type attempted in the 1870s. 

In order to throw further light on this problem, deposit accounts—the 
most important type of account and that best suited for providing the 
bank with more stable resources—have been studied in some detail. 
This examination has shown that in the early 1860s, although there was 
a large number of small deposits, the major part of the bank’s deposits 
was accounted for by certificates for sums between 1,000 and 5,000 kro- 
nor. The detailed findings are given in the Swedish text in Appendix I. 
In the period up to the first half of the 1880s there was an obvious 
shift towards larger certificates, the deposits of the greatest importance 
for the bank then being represented by certificates for amounts exceeding 
20,000 kronor. This development went hand in hand with a lengthening 
from 1—3 months to 5—6 months of the average period for which certifi- 
cates were held. Furthermore, it became customary to give notice of with- 
drawal for certificates immediately they were taken out and thereafter to 
renew them continually. It is of special interest to observe that, owing to 
its practice of never repaying certificates unless requested by the deposi- 
tor to do so, the bank was at times paying more than the official rate of 
interest on a very large proportion of its deposits. The significance of this, 
however, was reduced by the fact that these higher rates obviously did 
not apply to the deposits of the bank’s more important clients. The in- 
creasing significance of such large depositors was mainly due to the 
growing number of financially strong institutions and concerns which 
joined the bank’s clientéle. The funds which these were able to deposit 
were of a longer-term nature than those received in the 1860s. But it 
was less a question of investment than of setting aside long-term cash 
reserves. In fact, the bigger concerns which began to do business with 
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the bank generally had large capital resources at their disposal. This was 
true in particular of the mortgage companies which obtained their 
finance by bond issues; it was also true in general of all institutions that 
were dependent on the capital market either as borrowers or investors. 
These inevitably found themselves at times in possession of surplus cash 
which might suitably be paid into a deposit account. It was presumably 
possible for the management of the bank to fix the term of these deposits 
in each individual case. In this way the deposit accounts were brought 
into closer contact with the capital market and the bank’s issuing activity. 

In addition to the important clients just mentioned it is also possible 
to distinguish two other types of depositor. The first consisted of smaller 
firms which endeavoured, by repeated renewals of the deposits made in 
the name of their owners, to obtain the best possible rate of interest on 
their cash reserves. The second consisted of private savers who were able 
to benefit by the bank’s payment of interest rates above the official level. 
But the accounts of the latter group never amounted to very much. The 
most important deposits from the bank’s point of view were those en- 
trusted to it by institutions and firms. 


2. The differentiation of deposits 1892—1913 


The new types of account introduced in 1892 and 1894, capital accounts 
and savings accounts respectively, were governed by the same prin- 
ciples as current accounts to the extent that an account was kept by the 
bank for each depositor. During the period under review the holders of 
capital accounts were given receipts for their deposits, while deposits in 
savings accounts were entered in pass-books. One consequence of this 
was that changes in interest rates could be applied immediately. Holders 
of capital accounts were at first paid the highest interest rate applicable 
to deposits, withdrawals being subject to six months’ notice. The interest 
was added to the principal half-yearly. The interest allowed on savings 
accounts was as a rule one half per cent lower and was capitalised only 
once a year, while the maximum amount on which interest was paid 
was 3,000 kronor. On the other hand the balances on these accounts 
were in effect repayable at sight. These two new types of account 
clearly had an effect of binding the broad mass of clients more closely 
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to the very bank at which the accounts were held than did the deposit 
accounts. 

The capital account originated in the Stockholm branch of Skandina- 
viska Kredit AB, where it was introduced as early as 1870. It seems to 
have been surrounded by a certain amount of mystery and spread only 
very slowly to other branches and banking firms. The savings account 
came from the so-called people’s banks (folkbanker) which were small- 
scale banks without limited liability and without the right to issue notes. 
It was introduced in the early 1870s by a number of limited-liability 
banks, including Stockholms Handelsbank, and from 1877 onwards 
appeared in the official bank statistics. Not until January 1897, how- 
ever, is there any official report of its appearance in the banks without 
limited liability, and it was still on an insignificant scale. Both Stock- 
holms Handelsbank and Géteborgs Bank introduced it first in their 
branches and only later at their head offices. Brisman regards the savings 
account as a substitute for the right to issue notes and therefore finds it 
natural that in the 1890s the note-issuing banks, faced with the prospect 
of losing their note-issuing privilege and with increasing inter-bank 
competition, should also have begun to take an interest in this type of 
account.® 

Like the above-mentioned banks Stockholms Enskilda Bank also first 
adopted the capital account at its head office and the savings account at 
its branches. The former had been introduced in all the bank’s offices 
by 1895 but the latter not until 1900. The development of the various 
types of account is shown in Table V. This table shows that the total of 
funds deposited with SEB increased threefold during the years 1892 
—1913—a more rapid rate of growth than in the preceding period. With 
the exception of 1896 the rise was continuous right up to 1908, though 
it was most rapid in the years 1897-1900 and 1906-1908. A decline 
came in 1909-1910, followed by a sharp rise, especially in 1912 and 
1913. Thus, to judge by these figures, the bank’s resources rose rapidly, 


3 The official bank statistics do not distinguish between deposit and capital accounts and 
consequently there are no exact details about the rise of the latter. Uplands Enskilda 
Bank introduced the capital account in 1884, Géteborgs Enskilda Bank in 1892, Ostergot- 
lands Enskilda Bank in 1901, Smalands Enskilda Bank in 1907. S. Brisman, Gdteborgs 
Bank, pp. 143 £. Ostergotlands Enskilda Bank, pp. 238 f. Sveriges affarsbanker, U1, 177. 
Uplands Enskilda Bank, Memorial Publication, p. 60. K. Kock, Smdlands Bank, p. 152. 
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V. DIFFERENT TYPES OF ACCOUNT 1892—1913 


End of year figures 


Absolute figures, in thousands 


Percentage distribution 
of kronor 


Dep. Cap. Sav. Curr. Total Dep. Cap. Sav. Curr. Total 


alc a/c alc alc alcammalc alc alc 
1892 24,611 1,206 — 5,688 31,505 77 4 19 100 
93 23,006 1,944 ==" 6,552/°31,502) 773 6 21 100 


94 22,640 3,067 58 6,625 32,390 70 10 


1895 22,189 4,765 71 7,682 34,707 64 14 
96 19,256 6,091 161 7,256 32,764 59 19 
97 21,073 7,336 279 7,614 36,302 58 20 
98 21,428 9,529 645 7,967 39,569 54 24 
99. 22,557 12,73 930 8,268 44,468 51 29 


1900 23,891 13,779 2,638 9,198 49,506 48 28 
Of 26,098 15,210 3,291 7,918 52,517 “50 29 
02 25,980 16,403 3,882 7,797 54,062 48 30 
03 26,487 15,975 4,907 8,250 55,619 48 29 
04 28,293 16731 5,604 8,886 59,614 48 28 


1905.- 26,707. 18,626. 5,928. 8,330 59,591 45 31 10 14 100 
06 31,914 20,707 6,476 8,531 67,628 47 31 10 13 100 
07 33,053 22,741 7,297 8,784 71,875 46 32 10 12 100 
08 34,793 25,614 7,869 9,260 77,536 45 22 10 12 100 
O09 32,572 25,789: 7,651 », 8.180. 74,192 44 35 10 11 100 


1910 31,896 26,302 7,865 7,525 73,588 43 36 11 10 100 
11 31,196 27,445 8,057 9,682 76,380 41 36 11 13 100 
12 32,528 29,880 8,625 10,728 81,761 40 37 11 13 100 
13. 42,658 31,710 9,110 10,222 93,700 46 34 10 11 100 


= 
oo 
— 
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in line with the general expansion during the periods of boom, and were 
exposed to serious strain only in 1909 and 1910. 

All the various accounts, including the older-established deposit and 
current accounts, showed an increase. Deposit accounts stopped rising 
in the 1890s when the capital accounts came to the fore. Later they 
resumed their rise, though their movement was distinctly erratic. The 
rapid growth in capital accounts slackened in 1902-1904 but was later 
resumed and continued slowly but steadily, so that by the end of the 
period these accounts represented more than one-third of the bank’s 
borrowed funds. The contribution of savings accounts on the other hand, 
never rose beyond just over one-tenth; they came into prominence in 
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1900 and the relative importance of current accounts declined as they 
advanced. Both these types of account seem to have performed roughly 
the same function, whereas the capital accounts more closely resembled 
the deposit accounts. The difference between the various accounts is 
apparent, inter alia, from the rate of turnover which is shown in Table VI. 

The marked decline in the rate of turnover of deposit accounts in 
1895 was due to a special technical reason, the fact that deposit certifi- 
cates were made subject to stamp duty. It consequently became the prac- 
tice to prolong old certificates instead of paying them at maturity and 
issuing new ones in their place. This put an end to the previous system 
of successive renewals. The figures before and after this date are there- 
fore not comparable. From 1895 onwards the development of deposit 
accounts was characterised by relatively marked variations in the rate of 
turnover from year to year but these variations show no visible relation 
to business fluctuations. There was some tendency towards greater sta- 
bility, the rate of turnover all the time being very low—in some years, 
indeed, as low as that of the capital accounts. Capital accounts were the 
most stable of all, their usual turnover being once in five years. This con- 
clusion is based on the ratio between withdrawals and the end-of-year 
balances since, owing to the rapid expansion of capital accounts just at 
this time, the calculation of the rate of turnover on the basis of deposits 
gives a misleadingly high figure. This source of error is clearly evident 
in the 1890s both for capital accounts and savings accounts but dis- 
appears in 1900 for the former and in 1901 for the latter—an indica- 
tion that their period of growth had then come to an end. The savings 
accounts displayed considerably greater mobility than the capital ac- 
counts, deposits being left in, on the average, for about one year. Current 
accounts, as before, showed the greatest mobility of all, with a turnover 
period of about one month. Both types of account register year-by-year 
variations which formed part of a rising or falling trend apparently con- 
nected with the business cycle. 

The various kinds of account thus display clearly distinguishable cha- 
racteristics. Current accounts will not be made the subject of any more 
detailed examination in the present study. The rate of interest allowed on 
these accounts was 2 % from 1886 to 1896, in which year it was reduced 
to 1% % for a while, afterwards being raised again to 2 % and then 
once more in 1898 to 3 %. In 1901 it was lowered back to 2 %, there- 
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VIL RATE OF TURNOVER OF THE DIFFERENT TYPES OF 
ACCOUNT 1892—1913 


(1.0 = amount deposited or withdrawn is the same as the ‘balance’) 
Cab EES Ras Lwis eM eA 


Deposit a/c Capital a/c Savings a/c Current a/c 
ith- , ith- : ith- .,. With- 
Deposits Ate aig Deposits wists Deposits Poets Deposits aeawaie 

1892 IES eZ —- — —_ — 15 15 
93 ils} 1.4 0.6 0.2 — 16 16 
94 ie2 1.2 0.6 0.1 — _— 14 14 
1895 0.6 0.6 0.6 0.2 1.6 1.5 14 14 
96 0.3 0.5 0.4 0.2 Del i 14 14 
97 0.5 0.4 0.3 0.2 2.0 iS) 14 14 
98 0.7 0.7 0.4 0.2 wea 1.0 14 14 
99 0.5 0.5 0.4 0.2 iG3 0.9 14 14 
1900 0.4 0.4 0.3 0.3 1.8 0.9 12 12 
01 0.5 0.4 0.2 0.2 1.1 1.0 11 12 
02 0.4 0.4 0.2 0.2 1.0 0.8 12 12 
03 0.4 0.3 0.2 0.3 0.9 0.7 13 13 
04 0.4 0.3 0.2 0.2 0.9 0.8 12 11 
1905 0.4 0.4 0.2 0.1 0.9 0.9 11 11 
06 0.6 0.5 0.3 0.3 1.0 1.0 13 13 
07 0.4 0.4 0.2 0.2 3 1.3 14 14 
08 0.4 0.4 0.2 0.2 eS 183 14 14 
09 0.3 0.3 0.2 0.2 12 TES 15 15 
1910 0.3 0.3 0.2 0.2 1.3 1.3 15 15 
11 0.2 0.3 0.2 0.2 1.3 13 14 14 
12 0.3 0.3 0.2 0.2 1.3 3 16 16 
13 0.5 0.3 0.2 0.2 1.4 1.4 15 15 


Note: Balances as shown in the books at the end of the year, including accrued interest. 


after remaining at this level until it was raised to 2% % in 1906 and 
to 3 % in 1907. Frequent changes were made subsequently, alternating 
in the main between 2 and 2%2 %. The average amount per account rose 
progressively from 1,590 kronor in 1892 to 2,220 in 1900 and to 2,840 
in 1910, a rate of increase which is hardly remarkable in view of the 
decline in the value of the currency. It does not seem likely, therefore, 
that any of the bank’s clients gave up their current accounts in favour of 
Savings accounts. 

Capital accounts were introduced at the suggestion of the bank’s 
clients but did not really prove a success until rising interest rates made 
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it clearly to the advantage of clients to use them. Except in the first years 
the balances on the majority of capital accounts only amounted to about 
3,000 kronor compared with rather under 500 kronor on savings ac- 
counts. Both types of account were used to a notable extent by private 
individuals. The purposes to which they were put, on the other hand, 
differed considerably, since they were used in the one case for the in- 
vestment of small capital reserves and in the other as a means of holding 
cash balances. In both types of account withdrawals of interest by depos- 
itors took place only on an insignificant scale, a fact which meant that 
the bank was able to continue to use these funds for its own business. 
When accrued interest is deducted it becomes evident that the expansion 
of the new accounts actually ceased round about the turn of the century. 
In 1909-10, in particular, they were subjected to serious strain as capital 
accounts had also been in 1903. The importance of accrued interest is 
demonstrated by the fact that at the end of 1913 it represented 42 % 
of the aggregate balance on capital accounts and 46 % of that on sav- 
ings accounts. 

As for deposit accounts, the practice of prolonging old certificates 
together with the rise in the level of interest rates led to the introduction 
of certificates with variable interest and these put an end to the payment 
of special rates. It is possible to observe a continued tendency towards an 
increase in the size and duration of deposits, but it is obvious that the 
figures are strongly influenced by individual cases. This also explains the 
fact that there were a large number of certificates with fixed interest 
rates; these are often found to be closely connected with certain lending 
commitments. However, since no more than a very limited number of 
the bank’s lending operations can be discussed here, it is only possible to 
point out the significance of a few of its larger deposits but these may 
serve as an example of the way in which things could be done. 

On 31 July and 2 August 1897 Hofors bought deposit certificates for 
a total of 1,000,000 kronor and on 3 November 1898 for a further 
277,551 kronor. The first of these operations was the result of an idea 
of Marcus Wallenberg. It was intended, by lodging deposit certificates 
for 1,000,000 kronor instead of mortgaging stock to the same value, to 
strengthen the security for a Hofors bond loan (which was entirely held 
by the bank) sufficiently to make it easier to place the loan on the capital 
market. The funds to be deposited were naturally borrowed from the 
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bank. It is clear that this method was regarded as a novelty. It proved 
successful: the selling of the bonds began in the same year and the un- 
loading was completed in 1899 (p. 127). The bank thus received deposits 
through having enabled one of its clients to make use of the capital 
market rather earlier than would otherwise have been possible. 

The most notable of the unusually large new deposits received in 1898 
was that made by the iron-ore company of Luossavaara-Kiirunavaara AB 
(LKAB), which took out a deposit certificate for 1,000,000 kronor on 
27 June and four further certificates for a total of 1,750,000 kronor on 
1 July. Certificates for a total of 1,500,000 kronor were transferred to 
the Swedish State and were repaid ten years later. The remaining 
1,250,000 kronor was transferred to the Norwegian State and was not 
repaid until 20 October 1933. As is explained later, the deposit certifi- 
cates served as a guarantee in connexion with the building of the Ofoten 
railway and were matched by loans from the bank for an equivalent 
amount. The loans were redeemed in 1906, but, as has been mentioned, 
the deposits were left in beyond that date. Thus a transaction which was 
originally a guarantee measure (but was shown, gross, in the bank’s 
statements of account) eventually turned into a genuine long-term deposit 
operation, especially as regards the Norwegian share of the deposit. 

Several large deposits are attributable to the department store Nor- 
diska Kompaniet (NK). Three certificates, which were made out between 
2 and 17 November 1904 to E. Halbers and which all remained out- 
standing until 22 October 1938, were in fact the property of a subsidiary 
of NK which was founded at this time under the name of AB Kontraktor. 
The purpose of the subsidiary was to take over the claims of NK upon 
its customers and to accept its bills at 90 % ; it could thereupon discount 
them with SEB at the lowest discount rate. The bank held as security the 
whole of Kontraktor’s share-capital, i.e. the deposit certificates for a 
total of 200,000 kronor.* These deposits were therefore matched by 
corresponding loans, 

But Nordiska Kompaniet was to come to have an even more important 
effect upon SEB’s deposit accounts in 1912 and 1913. On 12 March 
1912 deposit certificates were made out for 125,000 kronor in the name 
of K. L. Lundberg and for 1,275,000 kronor in that of AB Stureplan. 
Nearly all of them remained outstanding for more than ten years and 


4 K. Samuelsson, Nordiska Kompaniet, p. 63. 
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were in fact connected with one operation, namely the sale of K. L. 
Lundberg’s shares in NK to SEB who resold them in turn. This operation 
financed an immediate transfer of property without imposing any strain 
on the bank’s cash reserves; it was later possible with the aid of the Stock 
Exchange, to effect a conversion so as to add to the bank’s long-term 
deposits (p. 517). 

In the course of 1913 the financing of Nordiska Kompaniet’s large 
new building resulted in deposits totalling 3,800,000 kronor, answering 
first of all to a loan and later to a building credit for a corresponding or 
a greater amount. All the deposit certificates were repaid in 1915, when 
the building credit was converted into a loan. Thanks to this arrange- 
ment the bank was able, without straining its own cash reserves, to help 
its client to raise funds on the capital market earlier than would other- 
wise have been normally possible. 

A deposit for an unusually long period was made on 1 July 1901, 
when the industrialist L. M. Ericsson took out deposit certificates for 
a total of 400,000 kronor; half this sum was withdrawn in 1903 but the 
rest not until 1927 and 1930. These deposits represented the proceeds of 
the sale to AB Providentia of 400 shares in the telephone company AB 
L. M. Ericsson & Co. (p. 460). From the spring of 1906 it is possible to 
distinguish two transactions which led to large deposits. On 19 February 
and 2 April deposit certificates for a total of 1,360,000 kronor were 
made out to A. Wannberg, which were repaid after periods ranging from 
four months to two years; on 10 March certificates representing 700,000 
kronor, repaid after periods from four months to three years, were made 
out to C. A. Weinberg. On 10 March, certificates for 637,000 kronor 
were issued to A. Abenius and for 350,000 kronor to K. Tillberg, repaid 
within seven months, and for 220,000 kronor to Charles Ekstrom, re- 
paid in 6—28 months. Wannberg and Weinberg were the leading mem- 
bers of a majority group of shareholders who at this time, with Abenius 
and Tillberg as intermediaries, sold their shares in Wifsta Varf, whose 
managing director was Charles Ekstro6m. SEB provided the necessary 
funds, thus assuming a large new lending commitment (p. 490). A num- 
ber of deposits made by C. M. Nisser and H. Funch on 4 May 1906, 
amounting to 1,320,000 kronor and 660,000 kronor respectively, 
proved quite short-lived. They were in fact part of the proceeds of the 
sale on that day to Hofors AB of a half interest in Kopparbergs-Hofors 
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Sagverks AB (p. 495). The greater part was withdrawn after only half a 
year, but 250,000 kronor was left in until as late as 1916-19. The bank 
was thus able to facilitate the financing of large dealings in real estate 
by creating backing, in the form of deposit certificates, for its subsequent 
lending, and also to retain some of the deposits for a number of years. 

In 1912, in addition to the aforementioned deposits made in connex- 
ion with the sale of the shares in Nordiska Kompaniet, the substantial 
sum of 2,700,000 kronor was deposited with the bank on 7 February by 
the land company Rasunda Forstads AB. Of this amount, 1,700,000 
kronor were withdrawn in the period 1913-1915 and the remainder in 
the years 1918, 1920 and 1929. The reason for this deposit was a bond 
loan for 5,000,000 kronor issued by the company in 1912 through SEB. 
As there was no adequate security in the form of first mortgages on real 
estate, the bank granted the company a loan of 2,700,000 kronor subject 
to notice, against the pledging of other assets. The loan was given in the 
form of deposit certificates which were lodged as security for the bond 
issue. As real-estate tax assessments rose it became possible to transfer to 
the bond loan the securities given for the loan from the bank and to use 
the deposit certificates thus freed for the amortisation of the bond loan. 
This operation, like that with Nordiska Kompaniet, was thus designed to 
facilitate the raising of funds on the capital market. There was never any 
question of a genuine addition to the bank’s deposits, nor, on the other 
hand, was there any increase in its long-term lending commitments. 

Mention should also be made, in conclusion, of the reasons for nearly 
half of the increase in 1913 in the total of deposit accounts. On 7 
January 1913 deposit certificates totalling 4,455,152 kronor, repayable 
in 1923, were made out in the names of 308 depositors. Prominent 
among these were K. A. Wallenberg, with a deposit of 1,037,000 kro- 
nor, Marcus Wallenberg with 432,000 and Oscar Wallenberg with 
176,000. The whole operation is explained by the fact that since the 
passage of a new banking law it had become permissible for SEB to own 
shares in AB Providentia whose shares had, in accordance with the 
banking law then in force, a few years previously been sold to the bank’s 
shareholders. These shares were now repurchased by the bank, payment 
being made for the most part in deposit certificates repayable after a mini- 
mum period of ten years. Thus a considerable part of the large increase 
in deposits in 1913, though admittedly long-term, was in fact accounted 
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for by a transaction with the shareholders of the bank and its holding 
company. 

It seems therefore that on a number of occasions deposits were 
matched by lending commitments. The amounts involved in these 
instances, together with a number of other large deposits of a special 
nature which have not been discussed, are compared in Table VII with 
the total value of certificates purchased during the year and the aggregate 
balance of the bank’s deposit accounts.® It is found that deposits of a 
special nature represented in some years a substantial proportion of the 
new deposits received and were often left in for long periods, thus having 
an appreciable effect on the overall total of deposits. Without these 
additions this total could not have been maintained at its previous level 
in 1898 and 1912, nor would it have increased as rapidly as it did in 
1906 and 1913. Thus the use of deposit certificates for payments had 
important effects on the bank’s balance sheet. 

In the mid-1890s the bank opened new branch offices and followed 
the example of other banks in endeavouring to obtain deposits from a 
wider public. By the turn of the century, however, it ceased to receive 
any further large amounts of fresh funds from the general public. SEB 
made remarkably little effort to compete with other banks for the 
public’s reserve funds and cash holdings, despite the fact that these 
funds displayed a marked degree of stability and, as a result of the 
regulations to which the new types of account were subject, when de- 
posited increased automatically through the capitalisation of accrued 
interest. Instead the bank used other means of making funds available 
to its clients. The use of deposit certificates as a means of payment led 
to a visible addition to the bank’s deposits in combination with the 
granting of a loan; above all, it provided a solution to certain guarantee 
problems or made it easier for the bank’s clients to raise money on the 
capital market. The deposits in question were of course shown in the 
accounts in the same way as other deposits, with the result that the 
marked increase in deposits at this time was, in part, due to the new 
methods of lending. The rise thus partly reflected the bank’s activity as 
an agent for capital-market borrowing rather than its capacity for at- 


5 In cases where a client makes an unusually big deposit in a lump sum one is led to 
suppose that something unusual lay behind it. Several cases of this kind occurred during 
1901-1913. 
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In thousands of kronor 
Nar Joes | eee 4 2) et ee EE) oe eR ee 


Total value Value of Balance of 

of certificates certificates of deposit ac- 

purchased special counts 
character 


q 

1897 10,445 1,000 21,073 

98 14,340 3,028 21,428 

99 11,376 22,557 | 
1900 10,222 23,891 
01 13,186 900 26,098 
02 10,483 25,980 
03 9,324 1,364 26,487 
04 9,709 800 28,293 
1905 9,740 760 26,707 
06 19,345 5,677 31,914 
07 12,566 “911 33,053 
08 14,039 34,793 
09 8,591 32,572 
1910 8,912 31,896 
il 7,464 31,196 
12 9,993 4,100 32,528 
13 20,070 8,750 42,658 


tracting deposits. In so far as the bank was unable to pass on its lending 
obligation to others, thus leaving itself with fresh genuine long-term 
deposits, the funds obtained in this manner did not constitute resources 
which could be used for other operations. A considerable proportion of 
the balances in the deposit accounts thus acquired a special character. 
They conferred considerably less freedom to lend and represented alto- 
gether a much less adaptable form of capital than the balances in the 
capital and savings accounts. 
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BOND OPERATIONS 1856—1915 


1. General review 


A not unimportant part of the business of the merchant houses and 
brokers consisted in acting as agents for the placing of promissory notes 
on the capital market. The promissory note given by the borrower was 
often subdivided into a large number of notes of smaller denominations 
(p. 9). The next stage in the development was that the promissory notes 
were printed and that the agent placing the loan retained a general 
promissory note and the security. In this way the industrial bond loan 
had come into being. 

A distinguishing feature of bond loans is the fact that they are 
backed by primary securities, so that the risk involved is slight and the 
rate of interest can be relatively low. Investors interested in acquiring 
bonds are persons who attach great importance to safety. Banks can 
hardly have more than a temporary interest in bonds, since the margin 
between the rates which they yield and the rates payable on deposits is 
too narrow. The only way in which profitable business can be done is 
for a bank to act as agent for the placing of issues on the capital market. 
The agent’s contribution in such cases consists to some extent in techni- 
cal assistance but primarily in the acceptance of the risk entailed in 
taking over the bonds until they can be disposed of. The placing of 
securities on a commission basis, i.e. without risk, is not dealt with in 
the present survey which concentrates primarily on the buying and 
selling of bonds. What a bank gains by this sort of business cannot, 
however, always be expressed simply in terms of actual profit. Not con- 
sidering the need to maintain good relations with its customers the bank 
may find it desirable to unload loans granted earlier on to the bond 
market in order to increase its own liquidity and to obtain resources 
for fresh business. These considerations make it clear that a review of 
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SEB’s bond operations cannot be confined to a mere record of profits 
or losses but must also attempt to give a quantitative assessment of the 
bank’s réle as an intermediary in this type of business. 

The questions involved may be more precisely formulated as follows: 

1) How large were the amounts supplied by SEB each year to people 
who provided or raised bond loans? — The answer to this question is 
complicated, owing to the fact that bond operations were carried out 
for the most part through the intermediacy of banking consortiums 
whose different members placed varying amounts of the bonds on the 
market. One member might place all of them. If account is taken only 
of those placed by SEB itself, the greater part of its activity as an 
intermediary on foreign capital markets would thus be ignored—whereas 
in fact, as a detailed description of these transactions shows, the bank’s 
réle in placing bonds abroad was as a rule anything but a passive one. 
One has therefore to consider the value of bonds the bank agreed to 
take over under the consortium arrangements, since these governed the 
consortium’s division of the profits and thus give an indication of the 
assessment of the importance of each individual member in the opera- 
tion by the leaders of the consortium. 

2) To what extent were the bank’s own funds involved in bond 
operations? — From this point of view the consortium operations give 
rise to hardly any difficulty, since it is a question of clearly ascertain- 
able cash payments. If one member of a group makes such payments on 
behalf of another this results in a special debt relationship between the 
banks concerned and does not affect the bond operation. The amount 
which the bank invested in such deals is clearly reflected at the end of 
the year in the claims outstanding. In the present survey, however, the 
figures used are not those from the end-of-year statement of account but 
the amounts which the bank is calculated to have paid out and not yet 
recovered. As soon as all the bonds are sold any amounts still unre- 
covered are written off as losses. Obviously a liability which comes into 
being through a bond operation does not necessarily involve any actual 
outlay on the part of the bank, but may merely entail the deduction of 
the amount in question from the client’s general position at the bank. 

3) Who were the bank’s clients? — All that can be done in practice is 
to distinguish between certain categories, firstly between domestic and 
foreign clients and secondly between government, municipal and mort- 
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gage borrowings. Other loans can very evidently be separated into in- 
dustrial and railway loans. 

4) What were the financial results? — The bank was of course entitled 
to receive the interest on its holdings of bonds, and any margin between 
this and the rates payable on deposits gave a profit. Since the present 
survey is primarily concerned with the bank’s functions as an inter- 
mediary, however, the profits which it derived from such margins, as well 
as its possible losses on defaulted coupons, have been left out of account 
for the time being. Profits and losses are here defined as the difference 
between purchase and selling prices. One particular problem has been 
to decide under what year the profit or loss on a transaction is to be 
shown. The only practicable method is to use the date on which the sale 
of the bonds in question was completed, despite the fact that the actual 
profit or loss was by no means always made in that year. 

The bank’s balances provide only a partial and unsatisfactory answer 
to these questions. It has therefore been necessary to make a particularly 
detailed examination of the individual accounts, and where necessary of 
such other sources as loan contracts and correspondence, with the object 
of identifying each individual transaction. This has made it possible to 
construct continuous statistical series on the basis of these transactions. 
The number of cases so examined have amounted to over one thousand.* 
One unfortunate consequence of this method of approach is that the 
profit or loss does not appear until all the bonds of a certain kind have 
been sold. The statistical findings therefore lag behind the actual finan- 
cial results. The information derived from these investigations of the 
various transactions is summarised in two general tables which are 
printed at the end of the book. All data given in the following pages 
without indication of the source are taken from these tables (XXV and 
XXVI). A number of special tables have also been prepared on the basis 
of these general tables. Table VIII shows the general picture and is also 
designed to bring out the difference between the results of this investiga- 
tion and the balance sheet figures. It will be seen that the figures of 
bond holdings correspond quite closely until the 1880s when the balance 
sheet figures begin to show a decline while the calculated figures main- 
tain their previous level. The reason for this becomes clear in 1893, 


1 Full details are given in the Swedish text in Appendix II. 
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when Bergslag railway bonds shown in the books well under their real 
value are sold and the discrepancy is suddenly reduced to more reason- 
able proportions. With the one set of figures, therefore, the balance is 
affected by depreciation provisions but with the other it is not. A similar 
discrepancy, although smaller, also appears later. It emerges quite 
clearly, however, that the bank’s heavy investments in bonds in the 
1870s were not in fact terminated until long after the relevant figures 
in the accounts had been sharply reduced. 

A study of the relative importance of the bank’s bond operations 
shows that it was not until 1862 that these began to tie up a substantial 
proportion of its resources. The culmination of the trend came in the 
1870s, when nearly half the bank’s balance-sheet total was accounted 
for by bonds. From 1878 onwards the total of the bank’s bond holdings, 
in absolute terms, remained practically unchanged. Another charac- 
teristic feature of this period was the fact that the figures for the bonds 
actually taken over during any given year were low in comparison with 
the total of bonds held. In other words, the bank was at this time more 
concerned with acting as a holder of bonds than with placing them on 
the market. Remarkably few new transactions took place during A. O. 
Wallenberg’s last years. Activity was resumed later, though the claims 
on the bank’s resources were not increased thereby but became steadily 
smaller. The bank’s portfolio had been dominated by a relatively stable 
holding of bonds, but this now became much more flexible. This devel- 
opment took place in two stages. In 1886 bond dealings were resumed 
at the same tempo as in the 1870s. After 1893 new transactions generally 
exceeded the total of bonds held. This indicates that the réle of inter- 
mediary for the placing of bond loans on the market was becoming more 
important to SEB than the holding of bonds for its own account; the 
bank was now less interested in keeping bonds until they were redeemed 
or could be sold at an advantageous price, but preferred instead to con- 
centrate on quicker deals. It is clear, however, that there was a decline 
in the relative importance of this type of business after the turn of the 
century. Its climax was in the 1890s. 

A study of various categories of SEB’s loans has shown inter alia 
that it began to hold industrial bonds at a very early stage. Large 
purchases of such bonds took place in the 1870s, in conjunction with 
the investments in railway bonds. These two types of loan accounted 
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In thousands of kronor 


By calculation Poe By calculation Bond- 
Pur- Fund oe Pur- Funds _—=DOldings 
chases senate oe ut ane San shown in 
immobi- Balance immobi. Balance 
Ticed sheet lised sheet 

1885 348 11,524 8,847 
1856/ 86 2,997 13,521 8,082 
57 685 632 633 87 4,288 12,992 8,408 
1858 740 1,153 1,156 88 8,215 12,850 7,470 
59 1,692 2,022 2,016 89 4,228 12,832 6,966 
1860 7/2 16382 1,345 1890 9,057 15,589 7,708 
61 1,393 1,055 1,071 91 52522 13,195 6,670 
62 1,188 1,871 1,901 92 4,935 12,736 7,478 
63 268 1,999 2,009 93 3,611 7,536 5,798 
64 1,766 3,532 3,457 94 PNA 11,052 9,657 
1865 479 3,414 3,431 1895 21,826 11,408 10,046 
66 502 3,360 3,385 96 14,284 12,379 10,868 
67 PA PH 5,498 5,526 97 8,614 9,673 9,063 
68 1,452 5,440 5,495 98 28,165 15,785 12,923 
69 1,739 6,127 6,185 99 19,231 12,602 10,599 
1870 1,451 6,813 6,934 1900 12,151 11,636 9,634 
71 3,307 7,845 8,013 01 19,684 11,755 9,461 
72 7,658 12,419 12,440 02 16,350 15,116 10,698 
73 5,407 12,684 12,675 03 14,541 14,153 11,525 
74 2,509 12,409 11,887 04 18,631 18,706 14,332 
1875 1,425 10,306 10,504 1905 24,044 16,620 11,288 
76 4,147 11,805 11,617 06 17,318 16,711 12,000 
77 3,854 13,366 12,807 07 12,602 14,630 12,249 
78 609 12,734 12,240 08 22,427 15,095 12,186 
19 1,391 11,674 11,094 09 25,520 18,274 10,409 
1880 PIB 12,427 13,131 1910 16,672 15,477 11,103 
81 1,781 13,122 12,227 11 35,951 17,406 13,012 
82 235) 12,510 11,579 12 19,086 16,097 11,567 
83 1,258 12,958 11,433 13 22,799 13,744 10,813 
84 553 12,188 10,211 14 22,487 16,833 10,985 


15 18,956 17,670 13,434 


for the greater part of the large inflexible bond portfolio held in the 
1880s. In the 1890s the bank’s holdings became considerably more 
varied, including some securities entailing less risk, such as government, 
municipal and mortgage bonds. A general feature is the fact that the 
rate of turnover, which during the earlier period was about the same for 
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all types of bonds, became conspicuously more rapid in the 1890s so far 
as gilt-edged securities were concerned. 

One aspect of some of these quick transactions, namely those in which 
bonds were placed in France, was that they brought in funds before the 
borrowers needed them. This meant that the bank consortium which had 
taken over the loan was not usually required to provide any money im- 
mediately, but rather was expected to invest the greater part of the money 
raised, and only to make it available by stages. The task of investment 
was generally left to the Scandinavian members of the consortium. Such 
investments often afforded these members an opportunity to make extra 
profits and therefore helped to create conditions in which the consortium 
could compete more successfully in loan negotiations. 


Investment operations of this kind were first recorded at the end of 
the 1880s but only in connexion with conversions and for short periods. 
After 1895, however, their character changed completely; they became 
more regular, involved larger sums for longer periods and arose from 
new borrowing. Indeed it is not easy to ascertain what the bank made 
out of these transactions. The money could be used in various activities; 
it could be lent to ordinary customers, though the temporary character 
of each of these investment operations made this practice very risky. 
The correspondence files show that when the bank had large funds of 
this kind to invest it usually tried to lend them in large sums to other 
banks. Swedish, Norwegian or Finnish banks were generally preferred, 
but use was also made of German and occasionally French banks. With 
these last the placing was for shorter terms and was intended to finance 
rapport business. These transactions are very difficult to follow through 
the general ledgers as the method of recording them varied so greatly. 
The loan conditions varied considerably, not only with reference to the 
interest. The loan might be repayable on a specific date or callable after 
a specific notice. Occasionally it was for a very long period, and only 
terminable at SEB’s request. In order to estimate at the beginning of 
every transaction the minimum profit that the bank might hope to make, 
the lowest discount rate of the period as well as interest rates on advances 
to other banks have been taken into account. The proceeds on these 
investment accounts for every half year are compared in Table IX with 
those of the previous half year. 

These loanable funds often amounted to quite considerable sums and 
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IX. LOANABLE FUNDS FROM BOND OPERATIONS 


1894—1914 


See ee ee eee 


Total in 
hand 
(000 kr) 


Interest rates 


Paid by bank 


Highest 
deposit 


rate 


Paid to 
bond-issuer 


Received by bank 
Lowest 
discount 
tate 


Loans to 
other 
banks 


Se ee eee eee eee 


1894 31/12 1,687 
1895 30/6 a 
31/12 = 
1896 30/6 4 
31/12 5,315 
1897 30/6 1,985 
31/12 5,796 
1898 30/6 3,612 
31/12 5,941 
1899 30/6 2,006 
31/12 5,669 
1900 30/6 4,694 
31/12 4,498 
1901 30/6 4,005 
31/12 4,148 
1902 30/6 5,829 
31/12 5,747 
1903 30/6 6,026 
31/12 4,848 
1904 30/6 3,901 
siytzi’) (14,521 
1905 30/6 11,632 
31/12 7,326 
1906 30/6 3,492 
31/12 2,319 
1907 30/6 2,786 
31/12 1,327 
1908 30/6 10,423 
31/12 4,031 
1909 30/6 21,559 
31/12 9,500 
1910 30/6 18,870 
31/12 1,337 
1911 30/6 21872 
31/12 7,641 
1912 30/6 3,823 
31/12 3,397 
1913 30/6 16,512 
11/12 3,171 
1914 30/6 1,488 
31/12 326 


4.5 


4.5 


0 


4—4.5 

4—highest dep. rate 
4—highest dep. rate 
3—highest dep. rate 
3—highest dep. rate 
3.85—4.5 
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around the turn of the century the amounts did not vary greatly. A peak 
was reached at the end of 1904 and the amounts declined thereafter, a 
development closely connected with Norwegian bond transactions. With 
the business revival of 1908, large amounts of loanable funds again 
became available, though never for more than six months at a time. In 
consequence, the bank could use such funds for advances to ordinary 
customers even less than before, but had to reserve them for domestic 
and foreign banks. 

The interest paid was usually less than the bank’s highest rate for 
deposits—when rates were rising one or two per cent less, when rates 
were falling more or less the same. There was always a margin between 
this interest rate and the discount rate, but discounting could never be a 
proper use for more than a small portion of such short-term funds. There 
remained the possibility of making advances to other banks. At times 
when money was short, as for instance in 1899 and 1900, very good 
profits could be made on such advances. When money was plentiful, as 
in the years immediately after 1900, the bank had to accept an interest 
rate which involved small losses. On the whole, however, it seems clear 
that it was possible to make quite respectable profits from these trans- 
actions as a kind of by-product of bond operations. The funds produced 
did not cost much to administer and, though they could not be used for 
ordinary loans, they were useful as liquid reserves. 

Table X gives the profit and loss figures shown in the bank’s accounts 
together with those obtained by the special investigation outlined above. 
The delay before the various transactions produced their ultimate 
financial outcome is seen most markedly in the figures of losses. These 
do not appear at all in the calculated figures before 1879 and are most 
pronounced after 1915. They are clearly concentrated moreover in 
particular years in which very large losses are shown. A different picture 
is given by the balance-sheet figures, which show losses at an early 
stage. But from the 1870s at the latest depreciation provisions must 
have been made, especially in 1881-85 when no bonds were sold, and 
this could provide an explanation of these losses. Such provisions could 
naturally lead in due course to the appearance of accounting profits 
when the bonds were eventually sold. A different procedure is reflected 
in the figures for 1887-95 when profits and losses no longer appear 
together in the accounts, indicating that the results for those years must 
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have been calculated net. These figures refer to Bond Account No. 3, 
which is dealt with later in this study (p. 161). Otherwise the profit 
figures obtained by the two methods correspond on the whole more 
closely than do those for losses. The sums involved were in fact sub- 
stantial both in the 1870s and from 1887 onwards. 


2. Observations on the financial results 


The first profit of any significance resulting from a bond loan was the 
one earned in 1861 on the Swedish Government loan of that year—a 
transaction which is also shown by our investigation of the annual 
balances of bond operations to have been of an exceptional character. 
The first big profit on an industrial loan issue was equally conspicuous; 
this was made in 1872 on a loan to Stora Kopparbergs Bergslags AB. 
Both operations were completed within a year. All other profits were 
earned as a result of considerably longer-term commitments, mainly in 
connexion with government loans. In 1879 for example a batch of 
Swedish State Railway bonds, bought in 1864 for 618,000 kronor, was 
sold at a profit of 73,000 kronor. A rather shorter-term commitment 
was that resulting from the purchase in 1867 of 1866 Swedish Govern- 
ment bonds to a value of 1,435,000 kronor. These were disposed of 
gradually, the majority having been sold by 1874 but the last not until 
1878. The bank’s profit was 226,000 kronor. Its profits from its invest- 
ments in French government bonds, the most widely discussed trans- 
actions of this period, were greater still. A sum of 2,370,000 kronor 
was invested in the 5 % loan of 1872; the bank had recovered its 
money by 1875; the last bonds were not sold until 1877 when the final 
profit amounted to 569,000 kronor. The investment of 398,000 kronor 
in French 3 % bonds in 1871 brought relatively even higher profits. 
Almost all these bonds were held until 1879 when they were sold at a 
profit of 167,000 kronor. These transactions account for most of the 
bank’s profit in the 1870s. A common feature of all of them is that the 
bank bought bonds cheaply in times of crisis and held on to them until 
the market improved. The fundamental idea behind such transactions, as 
the Bank Inspector’s report of 1869 shows, was to buy bonds at a price 
sufficiently low that their yield would cover the interest payable on the 
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X. FINANCIAL RESULTS OF BOND OPERATIONS 1856—1915 


In thousands of kronor 
PRD bene tines ake Me Pete SO A Aik A rallies Ue SN ae Se es 


By calculation ican ect By calculation eed chest 
Profit Loss Profit Loss Profit Loss Profit Loss 
ahah ha fontaine SS Te BRI SO EE es EE BE 
1885 70 1 67 456 
86 25 — 118 182 
1856/57 a —- — 87 207 1 — 136 
58 — — 0 — 88 181 — = 56 
59 —_— — 3 15 89 287 — — — 
1860 1 — 2 — 1890 102 1 —_— —_— 
61 43 — 24 = 91 141 PAM — 8 
62 —_ — 15 — 92 38 12 — 8 
63 -—- — 4 — 93 279 112 2,116 — 
64 -— — 18 — 94 480 4 122 _— 
1865 1 — ) 17 1895 284 —_ 190 — 
66 -— — iy/ 14 OG isan D9 1 210 162 
67 — — 11 — 97 250 301 Wi2ae 120 
68 18 a 73 20 98 202 1 42a ee Hi 
69 — — Dit oo 99 740 — Biss) B48) 
1870 8 — 73 a= 1900 52 TAN 215 404 
71 39 — 74 55 01 595 2 501 689 
72 202 — 201 110 02 276 — 375 480 
9/83 51 — 180 80 03 15525 25 749 349 
74 146 — ANI 74 04 239 10 657 596 
1875 61 — 543 94 1905 344 16 1,034 692 
76 D — 89 144 06 203 — 825 635 
il 654 — 152 100 07 732 799 506 248 
78 236 — 136 0 08 693 a 835 442 
719 189 23 331 65 09 343 —— 642 163 
1880 ib7/ — 3 — 1910 407 a 545 89 
81 4 1 530 6373 11 343 284 693 416 
82 3 — 12 424 12 702 2 731 708 
83 27 -— 20 444 13 100 18 122 OlS 
84 28 27 89 427 14 178 3 639 231 
15 on 263 TSS 0 413 


Note: During the years after 1915, the bonds from earlier operations showed profits of 
1,638,000 kronor and losses of 1,514,000 kronor. 


purchase sum at the highest rate paid on deposits, and then to wait until 
such time as they could be disposed of at a profit (p. 19). When SEB’s 
deposits declined sharply in the 1879 crisis, the bank was of course in 
danger of being forced to liquidate its holdings. As has been mentioned, 
it was able to sell a small number of French government bonds at a 
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large profit. But by that time the greater part of its bond portfolio no 
longer consisted of government bonds but of risky industrial and rail- 
way stock. It was in the same year moreover that according to the above 
investigation the bank incurred its first loss, that suffered on the bonds 
of the Hallsberg—Motala—Mjélby railway in consequence of the bank- 
ruptcy of that company. That the bank’s losses were no greater than this 
must have been mainly due to the loan from the railway mortgage fund 
p.29). 

Almost from the start of the period of K. A. Wallenberg’s leadership, 
SEB made substantial profits every year. As early as 1887 a remarkably 
large sum was earned on industrial bonds. The greater part of this— 
146,000 kronor—was derived from a loan to Kopparberg—Hofors Sag- 
verks AB, the whole of which was placed within a year. Most of the 
next year’s profit came from mortgage bonds; these had been bought as 
far back as 1872 and in 1888 only about a third of them remained to 
be sold. Long-term investments—dating from 1880 and 1862 re- 
spectively—were also responsible for the profits on mortgage bonds in 
1890 and 1891. On the other hand, of the large gains which were reaped 
in 1889 on railway bonds, 209,000 kronor came from loans taken 
over in the same or the preceding year. By contrast, the profit of 
169,000 kronor earned on railway bonds in 1893 was entirely accounted 
for by Bergslag railway bonds, an investment which for the most part 
dated back to 1874, and the profit on industrial bonds in 1893 resulted 
from investments made in 1872 and 1889. The losses incurred during 
K. A. Wallenberg’s first years consisted mainly of one of 211,000 kronor 
on industrial bonds of 1891 and one of 112,000 kronor on Swedish 
government bonds of 1893. The industrial bonds concerned were those 
of AB Atlas, an industrial connexion of long standing; part of the loss 
was suffered in that year and the rest in 1897—-which explains the high 
figure for the latter year. The business was far from being purely a bond 
operation. The entire loss on government loans in 1892 and 1893 was 
accounted for by bonds taken over in 1889 and 1890, which were sold 
at an unfavourable price after having been held for a relatively short 
time. Thus the quickening rate of conversion was reflected both in 
profits and in losses, but the profit figures were very strongly increased 
through the disposal of old holdings. 

The change in the nature of the bank’s bond operations from 1894 
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onwards is also perceptible in the trend of profits. In 1894 itself the 
dominating element was profit made on industrial loans. This included 
a gain of 211,000 kronor on partial bonds issued by Korndal which 
were bought at a public auction held at the time of the firm’s liquidation 
(p. 133); this gain compensated the bank for part of its losses resulting 
from this bankruptcy. Other profits on industrial loans included 207,000 
kronor on investments made as recently as 1892 and 108,000 kronor on 
deals concluded in the course of 1894, principally two loans to Kop- 
parberg—Hofors. From 1895 onwards, however, the series of new gov- 
ernment loans left its mark on the development of the bank’s profits and 
continued to do so until 1902. After that large gains were made only 
in certain years, notably one of 236,000 kronor in 1905 and one of 
176,000 kronor in 1908. Foreign loans were predominant: as early as 
1895 profits were made on Norwegian, Finnish and Chinese loans. It 
was rare for the profits made on government loans to be the result of 
commitments dating back further than the preceding year. As a rule 
these transactions were begun and completed in the course of a single 
year. These short-term government bond operations generally yielded a 
high and steady rate of profit, although they occasionally led to losses. 
Indeed the few losses incurred before 1907 were mostly on government 
loans, the largest being a loss of 67,000 kronor suffered in 1900 on 
some German government bonds bought the previous year. 

Profits on municipal loans were more sporadic. The bank’s large gains 
in 1897, 1901 and 1902 were primarily due to its loans to Kristiania 
and Copenhagen; in 1908 it made a profit of 99,000 kronor from a 
further loan to Copenhagen and 87,000 kronor from one to Stockholm. 
As a rule these operations do not appear in the books for longer than 
two years. With regard to mortgage loans, dealings in Swedish bonds 
brought in a large profit in 1895, arising mainly, however, from the 
mortgage-bank bonds purchased in 1888. After that little profit was 
derived from domestic mortgage bonds until 1910 and 1911 when 
loans to the Stadshypotekskassa yielded 81,000 kronor and 127,000 
kronor respectively. Both loans were placed within the year in which 
they were issued. Similarly rapid settlement characterised foreign mort- 
gage loans from 1896 on, the most prominent of these being the loans 
taken up by the Norwegian mortgage bank in 1898, 1899, 1901, 1907 
and 1909. It can thus be said that from the middle of the 1890s the 
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large profits from all three types of loan—government, municipal and 
mortgage—were made through rapidly concluded business. 

The profits on industrial and railway bonds show wide variations 
from year to year. This applies in particular to railway bonds which 
usually yielded nothing or next to nothing, but in 1899 and 1901 
brought the bank profits of 495,000 and 212,000 kronor respectively, 
derived in both years almost entirely from Bergslag railway bonds. The 
sale of these bonds marked the conclusion of operations which had been 
initiated in 1891 and 1893 and had been carried a stage further almost 
every year thereafter. Careful investigation reveals that the actual amount 
earned in 1893, the year for which the books show a large profit on 
Bergslag railway bonds, was only 169,000 kronor, while as much as 
649,000 kronor was made later (p. 121). In the one year the figures 
primarily represent re-gained losses and in the other genuine profits. 

In the remaining period railway bonds show a large profit in one 
year only, 1912. This was derived from five transactions of which none 
was outstanding. Only 5,000 kronor came from an old investment (but 
one which was old indeed, i.e. from bonds of the Nora—Carlskoga 
railway which the bank had held since 1873). Among the few losses 
suffered by the bank two were due to railway loans. In 1907 it lost 
as much as 126,000 kronor on investments undertaken since 1904 in 
the Mora—Alvdalen railway loan of 1901—a transaction which also in- 
volved the bank’s old client, the Gavle—Dala railway. In 1911 a loss 
of 270,000 kronor was incurred on three relatively small loans issued 
in 1905, 1906 and 1908 by the Garpenberg—Fors railway company, 
almost the whole amount of which had been taken over by SEB. The 
loss arose because of the liquidation of the company. The declining 
dealings in railway loans were thus accompanied by a few really heavy 
losses. 

After 1894 industrial loans did not again provide any substantial 
profit until 1903 and the bank’s gain of no less than 1,371,000 kronor 
in that year was derived almost entirely from one single operation of a 
most exceptional nature, namely the loan obtained in 1900 by Luossa- 
vaara—Kiirunavaara, commonly referred to as that company’s “French 
credit” (p. 263). The same company was responsible for 428,000 kro- 
nor of the large profit made in 1907. The loan in question this time 
was more in the ordinary run of bond loans; it dated back to 1898 and 
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represented for the bank a long-term investment acquired at a heavy 
capital discount. Other industrial loans also began to prove more profit- 
able, but most of the gains were secured on quickly completed trans- 
actions. Almost the only loss was that suffered in 1907 on bonds of the 
Nordiska Travaru AB’s loans of 1902. The bank had first taken over 
some of these bonds in 1902, followed by a further large batch in 1903 
(p. 583). The loss was incurred when it became clear in 1907 that the 
company would have to be reconstructed. A number of its least valu- 
able bonds was then transferred at book valuation to AB Providentia 
which immediately wrote most of them off. The losses incurred in this 
operation can therefore be reckoned at 1,897,000 kronor instead of 
799,000 kronor as given in Table X which is based on the bank ledgers. 
The company’s successor, Baltiska Traévaru AB, made itself responsible 
for a number of bonds which were disposed of in 1919 at a price which 
resulted in a loss of 37,000 kronor (p. 587). 

SEB’s bond operations from 1906 onwards have not been examined 
in such detail as those of the earlier period. This is partly due to the fact 
that they appear from the balance sheet figures to occupy thereafter a 
less central position among the bank’s activities. Furthermore, owing to 
the increase in the number of these transactions, it becomes more dif- 
ficult to gain a clear general picture. One explanation of this increase 
is provided by SEB’s co-operation with Stockholms Handelsbank which 
began in 1907 (p. 335). From 1908 on industrial loans not only became 
more numerous but were also granted to clients who otherwise had 
hardly any dealings with the bank, one example being that extended to 
Sockerbolaget. These loan operations were also rapidly concluded. 

On the bonds held in 1915 the profits somewhat outweighed the 
losses.” Of the large profits gained on industrial loans no less than 
317,000 kronor is accounted for by the 4'/2 % bonds of Svensk-Dansk- 
Ryska Telefon AB (p. 581). Profits obtained later than 1915 also include 
the 121,000 kronor brought in by the bonds issued in 1894 by AB 


® That some losses were forthcoming results largely from the method of investigation, 
especially when it is a question of Swedish State loans. The Swedish government 3.6 % 
bonds of 1887 for example were dealt in almost yearly from the year of issue onwards 
and as there was always some item left the affair was not wound up until 1915. The 
balance brought forward in 1916, nominally 657,000 kronor, was finally sold that year 
at 66 %, resulting in a total loss of 112,000 kronor. The previous transactions had in fact 
often ended with a profit. 
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Hofors. The bank had recovered its original outlay as early as 1899, 
but small batches of these bonds remained in its portfolio until 1916. 
In both these examples as well as in others the profits were derived not 
from typical bond operations but from loans to firms closely associated 
with the bank. 

The principal genuine bond operations carried out by SEB were 
those connected with a number of government and municipal loans. 
Some heavy losses were incurred on investments of this nature under- 
taken round about the turn of the century. A number of Norwegian 
government bonds purchased in 1897 were kept in the bank’s portfolio 
until the 1930s, when they were sold at a loss of 87,000 kronor. The 
bank adopted a different policy towards its holdings of German and 
British bonds. During the period 1898-1902 it acquired a quantity of 
German bonds which were sold in 1916-17 at a loss of 360,000 kro- 
nor. British 272 % Consols bought in 1901, 1903 and 1904 were 
disposed of as early as 1915 at a loss of 256,000 kronor. When the first 
batch was bought they were being quoted in London at above 97, but 
afterwards they declined steadily and by 1913 were down almost to 71. 
It is clear that after the outbreak of the first world war SEB gave up 
hope of being able to dispose of the bonds without loss. The same was 
probably true of the Hamburg city bonds taken over by the bank in 
1902 which, by the time their sale was completed in 1917, had resulted 
in a loss of 71,000 kronor. The other heavy losses sustained on foreign 
municipal loans were mostly accounted for by investments undertaken 
in 1914, notably bonds of the city of Kristiania, the great majority of 
which were sold in 1917 at a final loss of 145,000 kronor, and a rela- 
tively small amount of Mexico City bonds, which were sold in 1923 at a 
loss of 78,000 kronor. It may be mentioned in conclusion that the 
bank’s losses of 353,000 kronor on foreign railway bonds arose wholly 
from investment in the Chicago Elevated Railway, begun in 1914 and 
terminated in 1919. 


3. Summary 


The bond operations of Stockholms Enskilda Bank up to the first world 
war present a changing picture. At first the operations were conducted 
with very great caution and did not involve the tying-up of any very 
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large amount of money. Their tempo quickened with the increase in the 
bank’s resources and in the mid-1870s they led on the one hand to large 
profits as a result of rising quotations and on the other to the locking-up 
of nearly half the bank’s assets in industrial and railway loans. The 
crisis of 1879 resulted in a large proportion of the portfolio being frozen 
for a considerable period and bond transactions practically ceased. 
When K. A. Wallenberg took over the management, activity was 
resumed, taking the form partly of the liquidation of old commitments 
and partly of quick deals on behalf of clients. The former task was 
largely completed by 1893 and the following year saw an increase in the 
bank’s activities as intermediary, chiefly in connexion with issues of 
gilt-edged securities. These operations, far from imposing a strain on the 
bank’s resources, as a rule brought in loanable funds which formed the 
basis for a special type of lending activity and provided the bank with a 
liquidity reserve. SEB was thus able, with considerably less risk than in 
the 1870s, to carry out certain industrial transactions of a more long- 
term nature—though it should be noted that these were usually directly 
connected with its earlier loans to its clients. Round about 1907 a new 
phase may perhaps be said to have begun. After many years of rivalry 
SEB and Stockholms Handelsbank at last began to co-operate. SEB 
undertook bond operations on behalf of Swedish industrial concerns 
other than its own customers. There were fewer transactions in foreign 
gilt-edged securities, and the loanable funds produced were available only 
for shorter periods. The outbreak of war in 1914 led to the liquidation, 
at a heavy loss, of a number of foreign bonds whose disposal without loss 
had already been made impossible by the rise in the level of interest rates. 
These losses marked the end of a period of successful international bond 
transactions. A certain measure of compensation was afforded by trans- 
actions connected with internal, and especially industrial, loans. These 
were placed more quickly and in larger numbers—an indication of the 
increase in the part played by consortium deals. The growth in the 
volume of industrial loans handled was not, however, sufficient to 
counterbalance the decline in other types. From then on bond opera- 
tions were less important to the bank than they had been either in the 
1870s or at the turn of the century. 
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FOREIGN EXCHANGE BUSINESS 


It is not possible to discuss the bank’s foreign exchange business as fully 
as would have been desirable in view of the fact that this is one of the 
fields in which Stockholms Enskilda Bank played a pioneer réle among 
Swedish banks. A systematic study of this subject would take a very 
long time to complete owing to the endless possibilities of variety 
offered by such transactions, influenced as they are by a number of 
fundamentally different considerations: the bank’s cash position, the 
discount rate at home and abroad, the bank’s assets in different foreign 
currencies, maturing at different times, etc. The material available, 
though voluminous, is still not adequate. Only an occasional scrap of 
information can be gathered from the correspondence. Sufficiently 
comprehensive accounts are available only for the period before the 
introduction of the practice of showing monthly totals in the general 
ledger, i.e. up to 1885 for foreign accounts and 1891 for foreign bills. 
In order to avoid neglecting this important side of the bank’s work 
completely, use has been made of certain items in its ledgers. Occasional 
pieces of information from other primary sources help to supplement 
and to some extent to explain these figures. This chapter merely aims at 
giving a general impression of the nature and conduct of the business. 

It was mentioned in the first chapter that, before the foundation of 
SEB, Swedish firms obtained liquid resources for the financing of export 
business by drawing bills either on the foreign buyers or on foreign 
banking houses who had granted them acceptance credits. This method 
of obtaining credit stood in the same natural relationship to trade as did 
the credit system as a whole during the era of merchant capitalism. But 
in addition to their credit aspect these transactions also had a foreign 
exchange aspect in that payments against external bills of exchange not 
only could not take place until after the lapse of a certain period of time 
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but also had to be made in foreign currency. In order to change the 
proceeds into Swedish money it was necessary to sell them to an im- 
porter. This was usually done on the money market. The part played by 
brokers and merchant and commercial banks in carrying out these 
transactions differentiated them from those of ordinary merchandise 
trade. 

It was entirely consistent with A. O. Wallenberg’s close connexion 
with the timber exporting industry that in its very first year SEB engaged 
in both types of foreign exchange transaction, on the one hand the 
purchase and sale of external bills of exchange and on the other the use 
of acceptance credits, i.e. of accounts held with foreign banking institu- 
tions. The bank’s first ledger contains accounts for bills in English 
pounds and German marks. An account was accordingly opened with 
the Union Bank of London on 19 June 1857, quickly followed by one 
with H. J. Merck & Co. of Hamburg, on 20 November. The bank’s 
ledgers and the auditors’ reports show, however, that for several years 
business in foreign bills was slow. The bank’s discounting business 
primarily concerned domestic bills. Towards the end of 1863 there was 
a pronounced shift to foreign bills, and this appears to have marked 
the real beginning of SEB’s foreign exchange dealings. 

The official explanation for the large purchases of foreign bills was 
given in the auditors’ report for 1863. Rumours of possible Swedish 
intervention in the conflict between Denmark and Germany over Schles- 
wig-Holstein made it impossible to use bonds as a liquid reserve. At the 
same time fears of a possible money-market crisis in London and Paris 
made it inadvisable to rely entirely on foreign credit. The fact that high 
discount rates abroad were combined with unusually low prices for 
foreign bills led the auditors to conclude that SEB’s purpose in buying 
foreign bills was to provide itself with an easily mobilisable reserve 
yielding a good rate of interest. Under normal conditions, on the other 
hand, with the discount rate higher at home than abroad, it would 
have been more profitable to discount domestic bills. 

One member of the bank’s management disapproved of this develop- 
ment in the bank’s policy, the man in question being none other than the 
cash manager, Netzel. In February 1864 he brought the question of the 
bank’s large purchases of sterling bills before the board of directors. 
The total holdings of sterling bills had risen to £ 39,500 which, to- 
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gether with a balance of £ 5,000 on SEB’s account with the Union 
Bank of London, meant that the bank’s total sterling holdings were 
equivalent to almost 800,000 kronor, or nearly as much as its share 
capital. Netzel’s view was that the profit to be gained on such spe- 
culative purchases of bills was not commensurate with the risk involved. 
He said that he had taken no part in the purchases and did not have 
the opportunity of visiting the bourse daily, and he asked to be re- 
lieved of his responsibilities for exchange matters. Wallenberg, on the 
other hand, expressed much the same views as the auditors and denied 
that the deals were at all speculative in nature. Their sole object was to 
enable the bank to earn about 4—5 % interest on its cash reserves 
instead of the 2 % obtainable by depositing them with the Riksbank. 
He maintained that in principle the bank should always hold foreign 
bills as a liquid reserve but at the same time agreed to the sale of part of 
the existing holdings. 

It is clear therefore that the man behind the large purchases of 
foreign bills was A. O. Wallenberg and not Netzel, the person immedi- 
ately responsible for SEB’s cash reserves and its discount business. Net- 
zel disliked the speculative element which was undeniably involved in 
the buying of foreign bills. A. O. Wallenberg on the other hand strongly 
recommended that SEB should make this kind of business a regular 
practice. His attitude was probably influenced by the intensification of 
the competition for domestic discounting which was becoming evident 
at this time. It had become a problem to find profitable ways of invest- 
ing reserves. Domestic discounting clearly did not offer sufficient scope 
and it was decided at the same meeting, at the suggestion of A. O. Wal- 
lenberg, that when some of the sterling bills were sold the bank should 
purchase bonds. This led to the increase in bond holdings referred to in 
the previous chapter. 

The growth in the volume of foreign business is shown also by the fact 
that at the end of 1864 SEB’s portfolio also included French franc 
bills. As already mentioned, this was connected with the rise in timber 
exports to France which was a feature of the 1860s. SEB’s first account 
with a French banker, however, was in fact opened in 1866 with 
J. Chaigneau & Cie of Bordeaux, a region of France to which hardly 
any Swedish timber was directly exported, while the account with 
Mallet Fréres & Cie, of Paris, was opened only later in that year. 
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Nevertheless this is not incompatible with the link suggested with the 
timber-export business. The foreign accounts were primarily used to 
pay for the imports (of wine, obviously) which had been facilitated by 
the commercial treaty of 1865 between France and Sweden. Having 
accounts in France the bank was able to sell sight bills to importers. 
French franc bills for cargoes of timber made it possible to cover the 
drafts made on the French franc accounts. The dealings in bills and the 
use of foreign accounts were thus mutually interdependent. The trends 
in both these activities are shown in Table XI. 

These figures can give only a very rough impression of the changes 
which occurred from one date to another, since fortuitous circumstances 
exercised a particularly important influence. It can safely be said, how- 
ever, that the foreign accounts were at first preponderantly debtor 
accounts and that for a long time they were few in number. During the 
first decades the supply of bills appears on the whole to have shown the 
same trend as the balance-sheet total, but it did not by any means keep 
pace with the rise that began in the 1890s. Instead there was an increase 
in foreign exchange accounts, both in their number and in the size of 
the balances. A conspicuous feature of the development is that the 
bank’s foreign exchange holdings came to consist primarily of the 
balances on these accounts. The old state of affairs whereby these bal- 
ances were usually negative—a situation which had developed as a 
result of the use of acceptance credits—came to an end. Foreign ex- 
change transactions, which had originally been based on a few foreign 
credits, now had as their foundation a large number of credit balances 
with the bank’s correspondents abroad. The marked expansion in SEB’s 
foreign exchange dealings was paralleled by an increase in the Riks- 
bank’s interest in this type of business—and this facilitated the working 
of the system of free international payments based on the gold standard. 
This trend (like the general development of the Riksbank into the 
central bank of Sweden, confirmed by the Riksdag’s decision of 1897 to 
confer a note-issuing monopoly) by no means necessarily involved the 
relinquishment by the commercial banks of the foreign exchange busi- 
ness which formed part of the credit-supplying function they had taken 
over from the merchant houses. 

The link with the system in force before the era of the banks is evident 
inter alia in the financing agreements concluded with sawmills and the 
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End of year figures In thousands of kronor 

Assets Liabilities 

Bills Accounts Total Accounts 

Amount Number Amount Amount Number Amount 
ee ae a a Ae a De a a 
1857 58 — — 58 Z 397 
1860 ii 1 5) SZ 3 237 
1865 100 3 13 es 3 361 
1870 650 8 197 847 4 101 
1875 1,279 11 488 1,767 6 12333 
1880 2,281 ilG/ 1,735 4,016 4 30 
1885 1,149 15 295 1,444 11 941 
1890 3,281 P23) 1,282 4,563 8 1,394 
1895 4,598 39 6,084 10,682 1 53 
1900 4,206 5) 11,059 15,265 — — 
1905 1,977 Sy 5,216 7,193 — — 
1910 3,162 55 8,476 11,638 4 743 


iron industry. These included either provisions stipulating that the bank 
should draw foreign bills for the account of the firm concerned or 
definite undertakings on the part of the firm to sell its foreign bills to 
the bank. When credits were granted to sawmills during the winter 
season, this was done on the express condition that the bank should be 
allowed to buy their foreign bills during the shipping period. It is thus 
clear that the bank was anxious to secure an adequate supply of foreign 
bills. Like the merchant houses earlier, it needed these in order to be 
able to deal on foreign money markets. In its agreements it thus made 
sure of obtaining at the prices quoted on the market the paper which it 
required as cover for its foreign credits. 

The description of K. A. Wallenberg’s travels abroad during the crisis 
of 1879 showed the importance attached to the earning potentialities of 
foreign credits. According to A. O. Wallenberg SEB in one year 
earned over 100,000 kronor by such means (p. 29). He also emphasised 
on later occasions the advantages conferred by the possession of 
immediately available resources in foreign currencies. Some of the 
credits were subject to a certain ceiling, while others were unlimited. 
The quantity of foreign bills sent to the bank’s various correspondents 
for discounting depended on the discount rates charged. It is obvious 
that the possibility of choosing between different alternatives was a very 


83 


GENERAL DEVELOPMENTS 1856—1914 


important factor. It was essential to select the right firm, place and time 
for drawing on a foreign account or for providing cover in the form of 
foreign bills. The technique is described in simplified form by Frolander 
in two letters written in 1897 to the manager of Orebro Bank, but it 
should be borne in mind that Frélander probably understated the pos- 
sibilities of profit which it offered. As A. O. Wallenberg had done 
earlier, he ascribed the keen interest of the large banks in such trans- 
actions to the fact that they enabled them to earn interest, though at a 
low rate, on their liquid funds. He stated that they might be obliged to 
pay rather more than the ordinary bill rate but that they also had the 
chance of earning profits either through arbitrage dealings in different 
financial centres or as a result of seasonal variations in exchange rates. 
The quotations for French francs, for example, were usually high in 
February—April. It was therefore advisable during these months to 
draw on a franc account but not to make covering purchases. The gist 
of Frélander’s account and of numerous references in other letters to 
individual transactions was that the desired interest yield on the cash 
reserves was obtained by being constantly on the alert to find the most 
profitable way of effecting every new transaction. It was clearly an 
advantage from this point of view to have great potential flexibility 
through holding accounts in different places. 

A special incentive to banks to carry out their own foreign exchange 
transactions was undoubtedly provided by the fact that the Riksbank 
was by no means always prepared to buy or sell foreign exchange at the 
currently quoted exchange rates and that it was considered quite out of 
the question to take advantage of the Riksbank’s statutory obligation to 
buy and sell gold. In the 1890s SEB found itself faced with serious 
transfer problems concerning bond loans. In 1897 operations of this 
nature led to a conflict with the Riksbank after a loan of 8,000,000 
kronor had been issued by Kristiania (p. 208); the whole amount was 
placed in France, but SEB had agreed to make a temporary payment of 


* “In Hamburg you will have to call on Donner, who is our cheapest and consequently 
best correspondent, and also on Gossler. You might intimate to the latter that I find a 
full five percent for good Berlin acceptances rather much. He won’t get many of 
them. You certainly recall that with B & G we have a 400,000 blank credit facility and 
with Donner an unlimited one till he says that he doesn’t want any more, but he has no 
right to refuse acceptance of our drafts issued before we receive such information.” 
AOW to KAW 17/10 1882. 
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part of the amount in Kristiania on 1 October and therefore bought 
drafts on Norway from other institutions including the Riksbank. As a 
result the Riksbank began to make difficulties about selling any of its 
holdings of Norwegian currency, stating that the balances of Norges 
Bank with the Riksbank were already too large. The Riksbank was 
obviously anxious about its foreign exchange reserves. Shortly after, K. 
A. Wallenberg concluded an agreement for a large Danish government 
loan, in the placing of which the Riksbank was to participate as it had 
on several other occasions. But when Marcus Wallenberg informed the 
head of the Riksbank, J. W. Arnberg, that the loan agreement was 
completed, the latter said that he no longer wished to take part in such 
dealings. The reason for Arnberg’s attitude must have been that he 
found it impossible to be a member of a loan consortium and at the 
same time to oppose the transfers of currency which were a part of the 
work of a consortium. 

Marcus turned up at his next meeting with Arnberg armed with a 
table designed to refute the allegation that the payment of the Kristiania 
loan had necessitated the use of Swedish holdings of Norwegian cur- 
rency to a value of 8,000,000 kronor. Of the 1,773,000 kronor which 
SEB paid in respect of the loan, only 825,000 kronor had been supplied 
by the Riksbank, the rest having been obtained via banking corre- 
spondents in Kristiania and Copenhagen. Arnberg was nevertheless 
uneasy at the prospect of the payment of the proceeds of the Danish 
government loan. He would “defend his gold—tooth and nail.” 

In view of the attitude taken by the Riksbank one can understand 
Marcus Wallenberg’s anxiety to obtain an adequate rate of interest on 
the loanable funds arising from the Danish loan. Such a rate could be 
obtained only in Germany and to a less extent in Sweden. But the loan 
was to be furnished in Danish kronor and the difficulty was, he wrote, 
“how to get the money over the Sound or over the frontier. We cannot 
deprive the Riksbank of its gold.” At the same time he was preparing, 
by means of purchases and sales of different currencies in different cen- 
tres, other ways of dealing with the problem. These operations all con- 
sisted of movements between different accounts; there was never any 


mention of bills.” 

2 “Francs at sight are quite unsaleable. I have sold 500,000 (to Donner) which have 
brought us 71.93. RB [the Riksbank] will not give more than 71.90. They instead bought 
25,000 long £ at 18.05 (i.a. Norwegian),” MW to KAW 25/9 1897. 
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XII. PROFIT AND LOSS ON FOREIGN EXCHANGE 


TRANSACTIONS 
In thousands of kronor 
ee EE ee ee Fs Fa 
Bills Creditor accounts Debtor accounts Net result 
Profit Loss Profit Loss Profit Loss Profit Loss 
1857 6 8 Z 
1860 7 2 3) 
1865 18 12 2 8 20 
1870 7 Z 4 1 12 
1875 28 44 3 38 37 
1880 49 2 1 3 1 Ws) 
1885 42 13 59 5 109 
1890 120 61 17 14 185 
1895 84 111 10 1 183 
1900 139 PANS) 1 354 
1905 118 153 1 270 
1910 112 1 359 5 . 465 


When K. A. Wallenberg heard of the friction with the Riksbank he 
found occasion to give vent to his displeasure over the recently passed 
bank reform. The loans in question could not affect the country’s overall 
foreign exchange position but, as he wrote to Marcus early in December 
1897, would “only stir up a little the contents of the Riksbank’s foreign 
exchange purse — — — but this has up to now been done with great 
delicacy, so that Arnberg really has nothing to complain about. If the 
Riksbank finds it so hard to manage its present one-horse shay, things 
are going to be nice when it gets the reins of the whole country’s affairs 
in its hands.” 

The management of SEB found that dependence on the Riksbank in 
its foreign business caused some inconvenience. Independence, on the 
other hand, involved a constant preoccupation with foreign exchange 
transactions. The increased number of accounts may be said to be a 
reflection both of the bank’s need to carry out foreign exchange trans- 
actions on its own account and of the volume of this kind of business. 

Table XII gives a summary of data from the bank’s ledgers concerning 
the financial results of its foreign exchange dealings. These figures show 
that bills regularly yielded a profit. As the bank was concerned with 
bill-discounting and always had large sums tied up in this way, it was 
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quite natural that a profit should have been earned. As a result the 
foreign accounts also regularly yielded a profit, once they had become 
creditor accounts. Interest was allowed on credit balances and charged 
on debit balances. It was nevertheless possible to earn a profit on debtor 
accounts. The figures do not permit any more general conclusions to be 
drawn, but it does appear from the books that SEB made a substantial 
profit on its foreign exchange transactions. 
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THE CHANGE OF GENERATIONS 


A. O. Wallenberg’s death on 12 January 1886 was unexpected, oc- 
curring after an illness of only a few days. Lettstrém automatically took 
his place, but as early as 28 January the board unanimously decided to 
appoint K. A. Wallenberg managing director. It is clear that this was 
regarded as the obvious solution. K. A. Wallenberg had in fact for several 
years been acting as deputy managing director. _ 

K. A. Wallenberg was not yet thirty-three. After having experienced 
the authoritative leadership of his father he now had to act on his own 
responsibility. About a year later he complained that he had “not one 
single person to consult with. - — — Those who are here now,” he wrote, 
“have in most cases no views of their own but usually just echo what 
is said to them.” He longed for the day when his brothers Gustaf and 
Marcus would also be able to join the board, but they were at this time 
only twenty-three and twenty-two years old respectively. Even so, al- 
ready in the spring of 1886 Gustaf had begun to share some of his 
brother’s burden by taking charge of the family’s shipping interests— 
the job which at first had been Knut’s concern. But as Gustaf was still 
serving in the navy and often had long periods of duty away from Stock- 
holm, Knut had to go on looking after many of these matters himself. 
Marcus for his part was studying law in Uppsala. It would be about a 
year before his studies would be completed and it was by no means cer- 
tain that he would then enter the bank’s service. 

Meanwhile, Knut was keen on making some changes on the board. 
It would not be sufficient, he explained, “to rely on oneself, nor on old 
diehards such as those we have at present.” At the 1887 shareholders’ 
meeting he managed to get three of the older members of the board 
replaced by three new men, only one of whom, however, the merchant 
Robert Forsgrén, remained on the board for any length of time. Gustaf 
had to be passed over on this occasion as it would not have been proper 
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to exclude an older man for his sake, but he was elected to the board in 
1888 in succession to his uncle J. A. Wallenberg, who died in 1887. At 
the 1888 shareholders’ meeting the formal number of members com- 
posing the board was changed from twelve to between seven and twelve. 
The object of this was to ensure, as Knut put it in a letter, “that a vacancy 
does not necessarily have to be filled by a nonentity.” He wanted to 
have a board with wide connexions and succeeded in securing the 
election of the members he wanted. Naturally the decisive factor from 
this point of view was the distribution of the share capital. A. O. Wal- 
lenberg’s legacy had included about one-fifth of the bank’s share capital. 
In addition the Wallenberg family also probably possessed other shares. 
The balance of power was now quite different from what it had been 
when the bank was founded. 

It was clearly the original intention that Lettstrém should continue to 
act as the managing director’s right-hand man and should be the only 
member of the board exclusively concerned with SEB affairs. But dif- 
ferences of opinion soon developed. After a year Knut was glad to 
persuade Lettstr6m to take a long holiday. The latter, he wrote, “did 
not sleep at night but imagined all sorts of dangers and catastrophes.” 
Lettstro6m had obviously not been able to adjust himself to the new 
régime. 

A few lines in a letter from Marcus in the autumn of 1887 show 
quite a different spirit. Knut had said he was tired of playing in a minor 
key and wanted to change to the major. Marcus felt that one could not 
let Swedish industry swing over suddenly from minor to major, from 
cuts and economies to expansion and increased sales. He then went 
on to speak of the bank’s problem child, Hofors, and sketched out a 
five-point programme of what needed to be done in order to save the 
firm. He advocated the appointment of a new managing director and the 
separation of the agricultural side from the iron and forestry business; 
further, the agricultural section, with or without the dairy department, 
should aim at the production of seed-grain. He then went on to say 
“4) Look for side-lines, such as the export of lingon-berries and the pro- 
duction of fatstock or hay for Stockholm. 5) Issue an invitation to enter- 
prising minor industrialists to establish themselves there, which might 
provide a market for the firm’s iron and agricultural products and also 
an income from the real estate. I do not consider that Hammarby palace 
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would be desecrated by being turned into a jam factory.” This letter at 
once throws a spotlight on some of Marcus Wallenberg’s main features 
as an industrialist—his belief in the decisive réle played in a firm by the 
man at its head and his relentless determination to act in accordance with 
this belief. There always had to be some way to make a firm succeed, but 
it was not sufficient merely to embark optimistically on programmes of 
expansion. Drastic measures had also to be taken to cut down costs. 

Marcus’s interest in the bank’s affairs was thus evident at an early 
stage. But before he decided on his future he wanted first to have a try 
at a legal career and therefore put in the necessary attendance at the 
district court in Hialsingborg. Knut kept him informed about many 
transactions, consulted him while he was still at Uppsala concerning the 
planning of the trust department which was opened in December 1888 
(the first in Sweden), and helped him to get his period of attendance 
at the law court over quickly. In the autumn of 1888 he specifically 
referred to his hope of getting Marcus to join the bank and complained 
that “Gustaf is always dashing hither and thither, is everywhere and 
nowhere at the same time and just dreams of extracted millions. From 
my other co-directors here you could not extract even a pound of 
tallow, let alone any good advice”. It is clear that Knut did not feel he 
was getting much support from Gustaf, who at this time was less inter- 
ested in the bank than in forming a company, AB Extractor, for market- 
ing an invention of a milk-separator (p. 136). 

When at the end of 1889 a vacancy occurred in the bank for a legal 
adviser, Knut asked Marcus if he would make up his mind, in principle, 
to come and look after the legal side of the administration of the 
bank, after he had acquired the title of deputy district judge that sum- 
mer. Lettstr6m’s health was poor and he was about to go abroad for 
a couple of months. Marcus first asked his superior whether he was 
suited for a judicial career and received an affirmative reply. But he 
chose the bank all the same. He contrived to obtain the title he was 
working for exceptionally quickly—in May 1890—and thereupon 
placed himself “flesh and blood” at Knut’s disposal. In June he was 
appointed legal adviser to the bank. Right from the start Marcus devoted 
himself to his work for the bank in a very different way from Gustaf. 
In the course of his first year he prepared among other things an illus- 
trated brochure about the trust department. 
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More important, however, was the fact that he set to work, together 
with Gustaf, to reconstruct AB Atlas. They had a certain amount of 
difficulty in getting the chairman of the board of SEB, Dr. F. Wretman, 
to append his signature to a circular letter to shareholders. Lettstrém 
refused outright. In Marcus’s opinion Lettstrém had not satisfactorily 
performed the duties of managing director during Knut’s absences. 
Lettstrom was opposed to the reconstruction, the following year, of Mo- 
tala Verkstad. He did not agree with Knut’s contention that the bank 
had certain moral obligations as a member of the consortium which took 
over the 1886 bond loan, and was unwilling to take the responsibility of 
assuming any risks on behalf of the bank. He also had divergent views 
concerning SEB’s bond operations, and it was thus grist to the mill for 
him when in 1890 it was left with large amounts of government bonds 
on its hands. 

The state of antagonism between the Wallenbergs and Lettstrém could 
not continue. At the shareholders’ meeting of 1892 he tendered his re- 
signation on grounds of ill-health, both from his post as cash manager 
and from the board. He was succeeded by the Assistant Bank Inspector 
Theodor Frélander. At the same time Marcus Wallenberg joined the 
board and was given the newly created position of deputy managing 
director. He was succeeded as the bank’s legal adviser by Oscar Kin- 
nander, a deputy district court judge. The change-over from one gener- 
ation to the next was thereby completed. There were no important 
appointments for some years after that. The principal shift in the 1890s 
took place in June 1898, when Frolander left to join the Hypoteksbank 
of which he was later to become the first managing director. K. A. Wal- 
lenberg said that “all in the good cause” he had arranged this himself; 
his aim was evidently to improve the bank’s relations with an important 
client on the capital market. The post of cash manager was taken over 
by Kinnander. In the spring of 1898 Fredrik Wretman retired from 
the position of chairman of the board which he had held since 1881, 
and was replaced by Otto Printzskdld, the Lord Chamberlain. The 
change meant that the bank acquired as chairman of the board a man 
who possessed greater influence and played a more active part in the 


business world. 
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BOND LOANS UNDER CHANGING 
BUSINESS CONDITIONS 


1. Business conditions and the capital market 


Foreign credits and balances, the placing of loans abroad and foreign 
bond transactions had long been part of the normal business of those 
concerned with the provision of credit in Sweden—i.e. merchant houses, 
brokers, and merchant and commercial banks. Their activities depended 
on the state of the money market not only in Sweden but also abroad, 
and this in turn was determined by both economic and _ political 
conditions. 

Economic trends in England, from the mid-1880s to the end of the 
Boer War in 1902, were strongly influenced by the opening-up of the 
South African gold and diamond fields. England’s foreign investments 
as a whole were closely linked with her foreign trade, and the economic 
recovery experienced in England after 1887 was supported by record 
investments above all in South America in addition to South Africa. 
These were halted by the Baring crisis of 1890, after the revolution in 
the Argentine. Other transatlantic investments also led to heavy losses. 
Although the English capital market in the period 1886—1893 was 
characterised by lively and dramatic activity, it was hardly at all di- 
rected towards Europe. All the more scope was therefore left to France 
and Germany.’ 

French industry was characterised for the most part by a slower tempo 
and smaller capital requirements than British industry. At the same 
time people in general showed a notable willingness to save. The low 


* J. A. Hobson, The Export of Capital, pp. 145 ff. H. Feis, Europe, the World’s Banker, 
pp. 10 ff., 18 ff. J. Akerman, Ekonomisk Teori, Il, 378 ff. 
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rates of interest obtainable on the domestic market gave rise to a prefer- 
ence for foreign investment, and this resulted in France being sensitive 
to the influence of foreign cyclical trends and crises. In the second half 
of the 1880s political disturbances in France and abroad, together with 
the financing of the Panama Canal and of a large cartel (the so-called 
copper ring), left their impression on business conditions. A crisis in 
French-German relations at the beginning of 1887 led to a crisis on the 
Bourse which particularly affected government securities. In January 
1889 the Panama Canal Company went bankrupt and at the same time 
it began to become increasingly clear that the copper ring had failed in 
its attempt to keep up the price of copper by means of heavy purchases. 
This proved fatal for the ring’s financial backer, the Comptoir National 
d’Escompte, which had to be reconstructed. The Baring crisis led to 
losses on Argentine securities. French industry was, however, not signifi- 
cantly affected and the losses were spread over a large number of small 
savers. There was no link with the export trade such as characterised 
the British capital market. The bank failures of the 1880s, on the other 
hand, had a decisive effect on French commercial banks and with only 
a few exceptions they ceased to engage in industrial and other types of 
riskbearing investment. This type of financing became the concern of 
the merchant banks and of the Banque de Paris et des Pays Bas, which 
was originally a group of merchant banks and had offices only in Paris, 
Brussels, Amsterdam and Geneva. The other type of bank, the deposit 
banks, acquired quite a different character. This was true in particular 
of the largest of them, the Crédit Lyonnais. The man who was its 
founder and the chairman of its board, Henri Germain, concentrated 
deliberately and systematically on risk-free short-term transactions. His 
bank competed with the Société Générale and the Comptoir National 
d’Escompte in building up a far-reaching network of branches through- 
out the whole country. These banks became instruments not only for 
collecting the savings of the general public but also, and above all, for 
placing first-class bonds with the banks’ clients. The branch managers 
and travelling agents, with this object in view, sought to develop their 
relations with the public. In 1890 the three main deposit banks had 
258 branches between them; the numbers rose rapidly thereafter, reach- 
ing 625 by 1900 and 1,767 by 1913. The ability of the big banks to 
place loans and the French saver’s preference for gilt-edged securities 
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can hardly be said to have become important factors until the 1890s.” 

The business trend in Germany was more or less synchronised with 
that in Britain—a pronounced boom in 1888—89, followed by a 
depression. The boom was mainly connected with the expansion of the 
country’s heavy industry, and the banking system came to be closely 
linked with industry. Despite the high level of industrial activity interest 
rates were lower than in London. This fact has been attributed to the 
nationalisation of a number of railways and to loan conversions, both 
of which operations had the effect of freeing capital for reinvestment. 
A large proportion of the funds thus released was invested abroad. In 
1890, however, the German discount rate rose and after 1890 the Eng- 
lish discount rate, and doubtless the French also, was lower.? The Ger- 
man capital market was thus the cheapest in the second half of the 


2 E. Baldy, Les banques d’affaires en France, pp. 12 ff. A. Neymarck, Finances con- 
temporaines, VI, 290 ff. E. Kaufmann, Das franzdsische Bankwesen, pp. 164 ff., pp. 232 
ff., Notice sur le Crédit Lyonnais, S. Brisman, De moderna affdrsbankerna, Dp. 297 1k, 
pp. 519 ff. J. Akerman, Ekonomisk Teori Il, 385 ff. H. Feis, Europe, the World’s 
Banker, pp. 39 ff. 

8 J. Akerman, Ekonomisk Teori, Il, 364 ff., 609 ff..A. Weber, Depositenbanken und 
Spekulationsbanken, pp. 134 ff. 
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1880s and was receptive to foreign paper. The money invested must 
have consisted mainly of passive capital—i.e. of funds which had for- 
merly been tied up in railway and government loans. After 1890 the 
situation changed, however, all markets becoming dearer and at the 
same time more unsettled. 

Economic conditions in Sweden in the second half of the 1880s 
showed great similarities with those in Germany. The annual reports of 
the board of SEB for the years 1886 and 1887 refer to a lack of enter- 
prise, stating that capital was left to accumulate in the banks or was 
invested in safe securities. Even the year 1888 was characterised by a 
plentiful supply of money. Not until 1890 was there an increase in the 
demand for money and then it was due not so much to greater activity 
as to the crisis in transatlantic securities, and in the next year there were 
references to a certain shortage of capital. SEB’s discount rate, which 
stood at 5 % at the beginning of 1886, was reduced in March of that 
year to 4*/2 %, the level at which it remained until February 1888. It 
was then lowered in two stages to 31/2 %, the same rate as the Riks- 
bank’s discount rate with which it subsequently kept in step. The low 
discount rate was retained until November 1889, when the level was 
raised by */2 %. The effect of the money-market crisis finally began to 
make itself felt on 1 July 1890, and by November the discount rate had 
climbed to 6 %. Although it fell again by one unit at the beginning of 
1891, it was never less than 4 % during the rest of the period under 
review. 

The reason for the existence of low interest rates in Sweden in the 
1880s lay above all in the considerable decrease in railway construction 
and the general agricultural depression. The diminished spirit of enter- 
prise naturally led to a fall in the demand for loans, while at the same 
time declining interest rates made it seem inopportune to raise long- 
term capital at fixed interest. Indeed, lenders were sometimes forced, by 
the failure of borrowers to pay their annual instalments, to call in their 
loans. The demand for mortgage loans on the part of the agricultural 
sector decreased considerably.* Thus the branches of activity which had 
previously stood in the greatest need of capital and had obtained funds 


4 National Income of Sweden, I, 260 ff. Stockholms Intecknings Garanti AB 1869-1919 
pp. 58 ff. E. Sommarin, Skanska hypoteksféreningen, pp. 270 ff. 
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from abroad—namely railway construction and agriculture—were now 
less dependant on credit. Meanwhile the German market, which had 
formerly contributed the largest amount of capital, had, as has been 
mentioned, a surplus of investable funds. 

During the years when the capital market was offering its very 
cheapest loans, i.e. 1888-89, there was a pronounced increase in in- 
dustrial activity. Both investment and the number of employed workers 
increased, and there was no slackening of the tempo in this sector until 
1891. According to Dahmén, the numbers of concerns founded in the 
years 1886-89 were 16, 32, 51 and 68 respectively. A decisive part in 
the expansion of 1888 and 1889 was played by the wood-pulp industry, 
with 7, 9, 17 and 33 new firms in the years 1886-89. The figures fell 
after 1889, being 32, 23, 28 and 31 for industry as a whole in the years 
1890—93.° Thus the easy capital market coincided with a considerable 
rise in industrial activity without this affecting the market for long-term 
capital. In these circumstances, the capital requirements of industry 
cannot have been very great. The tightening of the market resulted from 
the turn in the international business cycle in 1890. After that date it 
was never found possible to return to the former low level of interest 
rates. Later calculations of the balance of payments at this time have 
shown that the import of capital was reduced and in 1893 was indeed 
replaced by an export of capital. A contemporary calculation, based on 
information given by borrowers and credit institutions, argues that 
Sweden’s external debt was reduced during the period 1886-93, mainly 
as a result of amortisation payments on bond loans, the purchase of 
bonds and an increase in the foreign claims of Swedish banks.°® 

The development of the Swedish capital market thus kept well in line 
with that in Germany but showed little correspondence with that in Eng- 
land and France. This was natural, considering that the greater part of 
Sweden’s former capital imports had come from Germany. When a 
tightening of conditions on the German market coincided with an 
increased demand for capital from a number of newly established in- 
dustries, it might have been expected that supplementary funds would 
be required from other sources. These were not easily obtainable from 


5 National Income, I, 260. Wages in Sweden, Il, 224; E. Dahmén, Svensk industriell 
foretagarverksamhet I, 78 ff. 
5 National Income, I, 266 ff. J. H. Palme, De harda tiderna, pp. 20 ff. 
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England but could be raised in France. The actual task of procuring this 
capital fell upon the agencies specialising in the arranging of loans, 
namely the merchant and the commercial banks. These had to choose 
between the alternative ways of satisfying their clients’ needs, i.e. by 
direct lending or by placing loans at home or on the various foreign 
markets. In order to understand the alternatives open to them it is useful 
to have a more or less comparable criterion for assessing the state of the 
capital markets. The discount rates of the markets in question are there- 
fore presented on page 94 in the form of a graph. The reason for the 
choice of the official and not the private discount rate is that the former 
is the one always referred to in the correspondence studied in this con- 
nexion. Its variations give a striking indication of the day-to-day changes 
in the conditions under which the credit agencies had to operate. 


2. Keen competition and new connexions 


It is clear from the foregoing account (p. 66) that for some time after the 
crisis of 1879 Stockholms Enskilda Bank showed very little interest in 
bond operations. One of the reasons for this is to be found in a letter 
written by A. O. Wallenberg in the July before his death. There were in 
fact, he wrote, some bond loans in which he “would have liked to parti- 
cipate, but we have so much money tied up that I am not keen to embark 
on even the most legitimate deals until we have liquidated more com- 
mitments.” 

One result of this restraint, however, was that other credit agents 
were able to consolidate their position with the principal issuers of bond 
loans. From 1878 onwards we encounter two names in particular as 
credit agents. One of these is that of SEB’s old rival, Henrik Davidson, 
the head of the Stockholm office of Skandinaviska Kredit AB, which 
was predominant in the placing of government loans up to 1880 usually 
with the support of C. J. Hambro & Son in London and of some French 
bank. The other name was that of Louis Frenckel. The latter was born 
in Germany in 1851 but moved to Stockholm in 1874, where his uncle, 
Consul General Carl von Heinemann, acted inter alia as the representa- 
tive for certain banking houses in Frankfurt am Main which placed sev- 
eral Swedish government loans. On the death of his uncle, Frenckel took 
over this function and in 1878 we find him representing Erlanger & 
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Séhne of Frankfurt in negotiations with both the National Debt Office 
and Sveriges Allmanna Hypoteksbank (a semi-official institution provid- 
ing agricultural mortgages). In his dealing with the Hypoteksbank Frenc- 
kel had no competitor, but the successful party in the negotiations with 
the National Debt Office was Henrik Davidson, who had behind him 
and his bank the support of an Anglo-French consortium. In 1880 
Frenckel founded a firm of his own, Kommanditbolaget Louis Frenc- 
kel & Co., and this was the only Swedish institution which provided him 
with backing until he became head of AB Stockholms Handelsbank in 
1893. His main support came, however, from German merchant and 
commercial banks, usually Erlanger & Sdhne and Gebriider Bethmann 
in Frankfurt and the Norddeutsche Bank in Hamburg. In the years 1881 
—1886 his consortium appears to have been able to handle all the loans 
to the Hypoteksbank without meeting any competition. It also partici- 
pated in nearly all the loans issued in 1880-87 by Stockholms Inteck- 
nings Garanti AB." It was possible for a skilful credit broker to operate 
very successfully with the simple assistance of the placing capacity of 
foreign firms. 

In 1886 a new consortium appeared on the Swedish market. 
Frenckel, this time representing the Deutsche Bank and the Darm- 
stadter Bank, came off second best in negotiations concerning a large- 
scale government conversion operation. The successful consortium in 
this instance consisted of Den Danske Landmandsbank in Copenhagen, 
Rothschild & Sohne, Frankfurt, S. Bleichroeder and the Direktion der 
Discontogesellschaft, Berlin, and L. Behrens & Sohne, Hamburg. The 
government auditors described this conversion as particularly favourable 
from the public point of view. They asserted that the support of a strong 
loan consortium would force up the quotations for the bonds. This would 
also have favourable consequences for future loan issues not only by the 
state but also, in particular, by the Hypoteksbank. The interest costs 
throughout the economy would thus be reduced.® 


7 National Dept Office loan minute books, 1878, 1880, 1883. The Hypoteksbank’s loan 
minute books 1879-86. C. Hallendorff, Svenska Handelsbanken, pp. 109 f. Sveriges All- 
manna Hypoteksbank 1861-1911, pp. 66 ff. Stockholms Intecknings Garanti AB 1869- 
1919, p. 47. 


8 National Debt Office loan minute book 1886. K. Hildebrand, Riksgéldskontoret, 
pp. 170 ff. 
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The successful consortium was under the leadership of the head of 
Den Danske Landmandsbank, Isak Gliickstadt. Gliickstadt’s career had 
been similar to Freenckel’s. From 1865 to 1872, when he became head 
of the newly established Landmandsbank, he had been operating his 
own merchant bank in Kristiania. It was probably through his Norwegian 
connexions that he came into contact with Behrens & Sdéhne, who had 
handled the earliest loans to Norges Hypotekbank. Gliickstadt took the 
leading part in the negotiations for the Norwegian and Danish conver- 
sion operations in the 1880s.° 

It was thus a common feature of the consortiums operating in the 
mid-1880s that they all had the backing of German merchant bankers 
with a long experience of providing Scandinavian loans. The negotia- 
tions were conducted by persons resident in the Scandinavian countries, 
but the rdle of the latter in arranging loans did not depend on their 
having credit institutions of their own capable of taking over bonds. 

The bond dealings carried out during K. A. Wallenberg’s first years 
as head of SEB were all with old industrial and railway clients. The first 
loan was that to the Halmstad harbour, the enlargement of which was 
in the interest of Halmstad—Nassj6 Jarnvags AB (p. 38). This business 
was shared, however, with Skandinaviska Kredit AB. In addition, on 
behalf of Motala Verkstad, Finspong and A. L. Normans Boktryckeri, 
the bank carried out conversion operations which were clearly intended 
for the Swedish market. It played a more passive part, on the other 
hand, in the conversion of a loan issued by Stockholm—Vasteras— 
Bergslagens Jarnvags AB, which was effected by Behrens. This opera- 
tion meant, however, that SEB was able to dispose of 670,000 kronor 
of converted bonds, thereby terminating profitably an investment dating 
back to 1873. The new loan had thus been placed in Germany. Towards 
the end of 1886 K. A. Wallenberg noted that the cheapest loans could 
be obtained in that country. He had in fact already tried to find an 
agent there for the placing of bonds, namely the Nationalbank fir 
Deutschland in Berlin. He wished to become its agent in Sweden, 
Norway and Finland. He made his first attempt in connexion with a 
loan for a projected railway between Falun and Mora for which, owing 


® J. Schovelin, Landmandsbanken, pp. 40 ff., pp. 198 ff. A. Kaartwedt, Norges Hypotek- 
bank, pp. 189, 199 ff. 
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to his interest in the Giaivle—Dala railway, he was vigorously campaign- 
ing. Admittedly, he wrote, the bonds could be sold in Sweden, but more 
slowly and at a lower price than in Germany. Nothing came of his 
efforts on this occasion, as the company applied for a government loan; 
but Knut’s attempt to arrange a quick deal on the cheapest possible 
market is worthy of note. 

In the summer of 1887 K. A. Wallenberg was offered the chance of 
placing a conversion loan for Stockholm—Vasteras—Bergslag Jarnvags 
AB. It was understood that if he did not succeed within a certain time 
the operation would be entrusted to Gliickstadt and Behrens. He first 
of all tried London, drawing attention to the fact that the railway in 
question was an extension of the Képing—Hult railway (Sweden’s first 
railway, built and financed by the British). When he found it diffi- 
cult to make any progress there, he approached the Nationalbank fir 
Deutschland, and got his brother Marcus, who was going to be in Ber- 
lin, to call on the head of that bank, J. Peter. But the deal “ran aground 
because Peter consulted Behrens & Sdhne who naturally advised him 
against it. However,” wrote Knut to Marcus, “I have started afresh in 
London — — — and somehow or other I’m going to get the English to 
take it. If necessary I shall go to London myself.” K. A. Wallenberg’s 
optimism was not confirmed since he did not succeed in arranging any 
loan—but it was typical of his activity in this sphere, which was as yet 
quite new to him. A clear impression is gained, however, of the diffi- 
culty of competing with such persons as Behrens. This became evident 
once again concerning a loan to the city of Stockholm in which Behrens 
was successful. 

As early as January 1887 K. A. Wallenberg observed that there 
was a tendency for deposit accounts to increase excessively. In July he 
refused to accept a deposit of 200,000 kronor from the Orebro bank, 
stating that SEB was being offered long-term funds at low rates of inter- 
est every day. Instead he offered bonds of a projected 5 % loan which 
was about to be issued on behalf of Kopparberg—Hofors Sagverks AB to 
provide the funds for the purchase of the Ockelbo works. Other Swedish 
banks were also invited to subscribe to this loan. He subsequently 
adopted a similar policy towards a loan to Graningeverken, the pro- 
ceeds of which cleared off almost the whole of that firm’s debts to the 
bank. Thus, despite the rise in deposits, he showed no interest in retaining 
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bonds even though, unlike discounting, there was an interest margin 
between their yield and the deposit rates. By the lowering of deposit 
rates pressure was put on clients to invest in bonds through the issue of 
which one of the bank’s outstanding loans had been paid off. The tech- 
nique adopted to counter a growth in deposits was therefore different 
from that used in the 1870s. The bank no longer allowed itself to be 
left with bonds on its hands but tried instead to dispose of them quickly, 
relying for its profit on the margin between the price paid to the bor- 
rower and that obtained when the bonds were placed. The greatest 
success was achieved with the Kopparberg—Hofors loan which was 
placed within a year of its issue at a profit of 146,000 kronor. 

The abundance of ready money was also reflected in the fact that a 
batch of government bonds offered for sale in the autumn of 1887 was 
over-subscribed. K. A. Wallenberg was able to report with a certain 
amount of satisfaction: “the Scandinavians [i.e. Skandinaviska Kredit 
AB], annoyed at not having been allowed to handle the issue alone, did 
not subscribe. All the other banks here subscribed.” The plentiful supply 
of money had the effect of upsetting the position of Skandinaviska Kre- 
dit AB as the agent for the placing of government loans. It also en- 
abled the Falu—Rattvik—Mora railway to obtain finance without hav- — 
ing recourse to a loan from the government. In February 1888 K. A. 
Wallenberg felt that he could venture to place loans at a rate of interest 
no higher than that of the state so that the company would be independ- 
ent of the state. A few days earlier SEB had lowered its discount rate 
to the same level as that of the Riksbank and, when the latter reduced 
its rate a week later, SEB followed suit, bringing its discount rate down 
to the level of the highest deposit rate, i.e. 3*/2 %. These rates continued 
until 1 December, when the deposit rate was reduced to 3 %. K. A. 
Wallenberg did not resort to lowering the deposit rate in order to make 
sure of placing the first part of the new loan. He pushed this transaction 
through as quickly as possible, however, in order to have it completed 
before the Stockholm—Vasteras railway 4'/2 % loan, and he stressed 
that the other big Stockholm banks had reduced their rate to 3 %. The 
operation was a success. In the course of 1888 and the following year 
the whole of the loan, totalling 1,650,000 kronor, was disposed of at a 
profit of 107,000 kronor. Loans to the Stockholm—Rimbo and Uppsala 
—Lanna railways were also placed that year at a good profit. As pointed 
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out by Frélander, such transactions compensated for the current poor 
interest margin. 

But the most important new development in 1888 was an extremely 
intense burst of activity in the form of consortium operations concerned 
with government, municipal and mortgage loans. One of the banks with 
which SEB co-operated in these deals was Harndsands Enskilda Bank. 
This involved working with one of the most able financiers of the day, 
Ernest Thiel. Thiel was born in 1859 and after gaining some practical 
experience abroad he became a clerk with SEB. In 1881 he joined Louis 
Frenckel & Co. as managing clerk and in 1884 was made manager of 
the Stockholm office of Harndsands Enskilda Bank, which was estab- 
lished at his suggestion. This office was the base from which he worked 
until 1891, when he founded a firm of his own, under the name Stock- 
holms Kredit- och Diskontoforening. Ernest Thiel had thus gained a 
wide range of experience in the placing of loans. Not the least important 
of his advantages must have been his experience of Louis Frenckel’s 
methods. 

In March 1888 SEB, Stockholms Intecknings Garanti AB and 
Harnodsands Enskilda Bank submitted to the National Debt Office a 
joint offer for a 3,500,000 kronor bond loan at an interest rate of 
3.6 %. Despite their willingness to moderate these terms, they failed to 
secure the contract. Gliickstadt, on the other hand, during a visit to 
Stockholm concluded an agreement on behalf of his consortium for 
an entirely new government loan at an interest rate of 3 %—the lowest 
rate ever applied until then to a Swedish government issue. The prelimi- 
nary negotiations had been conducted by Thiel who had secured for 
himself a position as intermediary between Gliickstadt and the National 
Debt Office. Collaboration with Thiel began to look advantageous. 

In June 1888 K. A. Wallenberg made great efforts to secure the con- 
tract for a loan for the town of Karlshamn. He co-operated not only with 
Thiel’s bank but also with Kristianstads Enskilda Bank and Goteborgs 
Enskilda Bank; SEB acted as Stockholm agent for the latter and usually 
invited it to participate in bond issues. But again a rival consortium, 
consisting of Skandinaviska Kredit AB and Skanes Enskilda Bank, was 
successful. SEB had made some contact with Behrens during this affair 
and, when immediately afterwards the bank wished to compete for a 
loan to Halsingborg, K. A. Wallenberg wrote to Thiel: “Could we do 
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something together with the Landmandsbank or Behrens or both and 
would you in that case be willing to make enquiries about it—the sooner 
the better.” Marcus Wallenberg, who was living in Halsingborg at that 
time, was instructed to keep a watch on the situation. It is obvious 
that the bank was interested in the possibility of taking over munic- 
ipal loans in collaboration with the consortium headed by the Land- 
mandsbank. But it was important, if SEB was to succeed in securing 
this opportunity, that it should prove itself a really effective competitor 
for the loan. As things turned out the Hialsingborg loan contract was 
won by the Landmandsbank and Behrens. 

Thiel took it for granted that the competing consortium would also 
seek to secure the co-operation of Behrens and Gliickstadt. But the visit 
he was to make to Copenhagen primarily concerned another affair 
which he and K. A. Wallenberg had agreed to handle together, namely 
a loan to the Hypoteksbank. Thiel was uneasy about the fact “that the 
person in question has already got wind of the matter; for you can be 
sure that F. has spoken ill of the bank in order to prevent my con- 
sortium from negotiating a loan for the bank.” Thiel claimed to recog- 
nise Frenckel’s tactics in the approach being made, the very same as 
that used the previous year in Frenckel’s negotiation with Stockholms 
Intecknings Garanti AB. “I wonder if a time will ever come,” he wrote, 
making a reference to the fact that Freenckel had a squint, “when decent 
folks will look askance at that man—up to now it has always been just 
the opposite.” Thiel clearly regarded himself as the leading figure in the 
consortium which was to attempt to obtain the loan. The man under 
attack was his former chief, Louis Frenckel who, as indicated above, 
had formerly occupied an almost unrivalled position as far as mortgage 
loans were concerned. With the help of Gliickstadt’s consortium there 
was a chance of beating him. 

In January-February 1888 Frenckel took over several batches of 
bonds from the Hypoteksbank without meeting any competition. In April 
Thiel came forward with a letter from the Landmandsbank offering its 
services. The board of the Hypoteksbank stated that any offer from this 
quarter would be sympathetically received, but in May Frenckel was 
allowed to take over some further batches of bonds. It was clear, how- 
ever, that the Hypoteksbank was keen on encouraging competition. In 
July K. A. Wallenberg urged Thiel on and was fully prepared to enter 
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the lists. They must not, he wrote, let themselves be scared off by the 
fact “that it’s a nasty fish, but must scale him just the same. But re- 
member that the only way to do it is by going to the absolute limit. 
(What I have in mind is 94.) Now or never!” 

When the board of the Hypoteksbank met on 20 July offers had been 
submitted not only by Frenckel but also by the consortium organised 
by Thiel and K. A. Wallenberg; which was represented by SEB. Wal- 
lenberg moreover had already approached one of the members of the 
board about the conclusion of the deal. He said that he would pay 
“better than F. who I know is intending to try his luck.” He managed 
to get the board to reject Frenckel’s offer, even though his price was 
12 % above that of Wallenberg’s consortium. The party offering 95 
before noon next day would win the contract. Thiel wired this news to 
Gliickstadt, who was in Berlin, and set out for Copenhagen to negotiate 
with Gliickstadt about the next deal, leaving it to Wallenberg to finish 
negotiations alone. Wallenberg did not get a reply from Gliickstadt until 
five minutes to twelve the next day. At the board meeting K. A. Wallen- 
berg was called first, and then Frenckel. Both offered 95, but Franc- 
kel’s offer was inclusive of stamp duty. The board also objected to Wal- 
lenberg’s offer on the grounds that its acceptance would involve the 
issue of a new loan by a new consortium and that the resultant competi- 
tion would force down the price. Freenckel won the day. K. A. Wallen- 
berg did not take the outcome too hard and commented on the whole 
affair: “The comedy has ended and they have rung down the curtain. 
Behind it Rigoletto sits and grins, despite the pains in his back. —-—-— 
Luckily I have a couple of million at a price no higher than that (95), so 
I shall manage to be in on the deal malgré lui. -—— Our other deal 
comes just at the right time and I hope the party concerned there will 
leave it to us to arrange it on the best terms obtainable.” Wallenberg 
found some comfort in the bonds of earlier issues that SEB had bought 
during the year. He took immediate steps to buy more bonds, all of which 
he sold at a small profit later in the year. Moreover he obviously thought 
that in the next deal Gliickstadt would profit by the lesson learnt from 
this failure. 

The transaction ahead was a loan to Allmaénna Hypotekskassan for 
Sveriges staéder, usually referred to as Stadshypotekskassan. Thiel had 
decided with Gliickstadt to co-operate in this deal and Gliickstadt made 
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a verbal statement of great importance for the future. This is clear from 
a letter to Gliickstadt of 26 July 1888 in which Wallenberg recalls what 
Gliickstadt had said to Thiel. Gliickstadt proposed to “let Stockholms 
Enskilda Bank work for, and in conjunction with, the Landmandsbank 
as its sole correspondent in Sweden for consortium deals in Northern 
paper. This does not include the forthcoming issue by Halsingborg and 
the deals in Skane mortgage bonds which the Landmandsbank is at 
present carrying out together with the Skane bank. Herr Thiel has also 
told me that you have decided to approach the members of the con- 
sortium you lead regarding this bank’s inclusion in it as its sole repre- 
sentative and partner in Sweden for transactions in Northern securities. 
——-—I am grateful to you for what you have thus done and decided, 
and for my part I lay Stockholms Enskilda Bank under an obligation 
to serve in the said transactions only the common interests of ourselves, 
the Landmandsbank and the aforesaid consortium, and to invite you to 
participate in all bond loans of any importance which we are able to 
arrange here.” 

It is understandable that K. A. Wallenberg should have hastened to 
seek confirmation of Gliickstadt’s statement and to give promises for the 
future that might strengthen the possibility of a permanent working part- 
nership with this consortium which had succeeded in placing a number 
of Scandinavian loans on the German market. Gliickstadt did not answer 
until 11 August by which time he had obtained the agreement of the 
German members of the consortium. According to Gliickstadt, however, 
these had stated that it would not be a wise policy to break off, without 
any real external cause, their connexion with Skandinaviska Kredit AB, 
which had up to then been a subordinate partner of the group. For the 
time being they preferred “a lukewarm friend to an outright enemy.” 
SEB could be given favoured treatment as regards the allocation of 
loans, but where it appeared appropriate Skandinaviska Kredit should 
also be offered a share. 

The energy displayed by K. A. Wallenberg in other transactions was 
doubtless a strong recommendation—not least the way in which he had 
handled the recently arranged loan to Stédernas Allmanna Brandstods- 
bolag. For the purpose of this operation Wallenberg had succeeded in ob- 
taining for SEB the co-operation of Skanes, Kristianstads, Upplands, 
Sundsvalls, Orebro and Harnésands Enskilda Banks. “This deal must 
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succeed,” he wrote to Thiel, “and it will be surprising if at least the 
members of this consortium do not become conscious of their strength 
when united. Dlavidson] is now asking to be allowed to participate, but 
there is nothing doing.” It is clear that even before Gliickstadt’s favour- 
able statement, he felt sure of having acquired a strong position vis-a-vis 
the man who, together with Frenckel, was his toughest competitor. 

The negotiations with Stadshypotekskassan were conducted by K. A. 
Wallenberg and resulted in a preliminary contract to which Gliickstadt 
also later became a party. The deal in question was a conversion oper- . 
ation for the purpose of which the consortium undertook to make avail- 
able in RM in Berlin on 21 December 1889 the amount required for 
the redemption of an earlier loan, and to pay interest until that date on 
the amount of the bonds taken over. The object of this arrangement was 
to guarantee the conversion. When notice of repayment was given in 
respect of the earlier loan, the borrower wanted to be sure of having 
the necessary funds at his disposal on the payment date. The consortium 
accepted the task both of providing the money and paying interest on it 
until it was needed. Originally the loan was intended only for the Swed- 
ish market, but by the time the bonds were printed a German text had 
been added and arrangements had been made to have interest and amor- 
tisation available in Germany and Denmark. 

According to the books SEB’s share in the consortium was 8/22, i.e. 
a nominal amount of 4,036,000 kronor. In addition a nominal 967,000 
kronor was taken over from the Landmandsbank when subscription be- 
gan, but 1,372,000 kronor of SEB’s share was converted via Behrens. 
The new bonds were bought by a number of banks, brokers and savings 
banks both in Sweden itself and in Norway and Finland, and by the 
end of the year only 628,000 kronor nominal remained unsold. The 
amount on which interest had to be paid at 3 % was nearly 3,000,000 
Kronor. Half the interest cost was probably met by the Hiarnésand, 
Sundsvall and Kristianstad banks, who received half the profit made in 
1888. It is nevertheless strange that such a policy should have been pur- 
sued at a time when there was a superfluity of funds. As has already been 
pointed out, both the rate of interest on deposit accounts and the discount 
rate stood at 3% % for more than nine months. On 1 December 1888, 
however, the deposit rate was reduced to 3 %. This change coincided 
closely with the heavy inflow of deposits which resulted from the rapid 
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sale of the bond issue. It has not been possible to ascertain the net result 
of the interest payments connected with this deal. But by the end of 
1889, when a nominal 22,000 kronor of bonds remained to be sold, a 
total profit of 47,000 kronor had been earned on the bond operation 
itself. In view of the scale of the operation and the heaviness of the 
interest charges in the conditions then prevailing, the profit of the lead- 
ing bank cannot be said to have been large. But it seems as if the primary 
object of the deal was to establish a connexion between SEB and the 
Landmandsbank. To achieve this, advantage was taken of the easier 
conditions of the Swedish market in order to bring back to Sweden 
bonds which had previously been placed in Germany. 

The agreement with the Landmandsbank provided for co-operation 
with SEB in dealing with all future Swedish loans but not for SEB’s par- 
ticipation in loans handled by the consortium in other countries. SEB 
was not an equal partner with the other members of the consortium but 
merely its representative in Sweden. But Gliickstadt had probably held 
out hopes of certain advantages and in October 1888 the Landmands- 
bank offered SEB a small allocation of a Danish loan. Lettstrom, who 
teplied to the offer in the absence of K. A. Wallenberg, gave it to be 
understood that “the amount offered strikes us as rather small.” Im- 
mediately afterwards, however, K. A. Wallenberg let the Landmands- 
bank have a large part in a new loan operation; he referred to their 
agreement but also stated that there was not very much to be earned 
owing to the fact that the risk was exceptionally small. 


It is clear that K. A. Wallenberg systematically endeavoured both to 
secure the co-operation of Gliickstadt and also to carry out bond oper- 
ations in consortium with other Swedish banks, even when this was in 
no way necessary from the point of view of the risk involved. The trans- 
actions effected in 1888 did in fact result in a considerable widening of 
SEB’s contacts with both Swedish and foreign banks. 


3. Co-operation with other Swedish banks and the theatre loan of 1889 


The establishment of the Stockholm branch of Skandinaviska Kredit AB 
had meant that SEB gradually lost much of its business as agent for 
provincial banks (p. 18). At the time of A. O. Wallenberg’s death the 
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bank was acting in this capacity only on behalf of Géteborgs, Bohuslans 
and Orebro Enskilda Banker. It was important for a local bank like SEB 
to be able to arrange for banks in other centres to cash bills without 
charging commission. During the 1860s some agreements had been 
concluded to this end (p. 17), but it is obvious that in the 1880s the 
problem was far from having been solved. K. A. Wallenberg attempted 
to meet this situation, and to regain SEB’s previous position as agent, 
in connexion with his bond operations. His view of the matter was 
revealed in January 1889 in answer to an enquiry by the head of Uplands 
Enskilda Bank, W. Ulander, whether there was “any opening for par- 
ticipation” in a conversion loan. Wallenberg explained that he must 
co-operate chiefly with those who co-operated with him, but he never- 
theless offered Ulander a small share, pointing out that “the Christian- 
stad bank has, through us, already cleared its agency commission for 
over 12 years and naturally is also taking part in this deal.” The sting, 
however, came in the tail: “P.S. I forgot to mention that we have a gap 
in our list of agencies that Uplandsbanken might fill.” 

One deal in particular must have increased SEB’s chances of im- 
proving its relations with provincial banks, the theatre loan of 1889. 

The position of the Stockholm opera became critical in 1888, owing 
to the fact that the Riksdag decided to discontinue the state subsidy. At 
the same time it became clear that the Opera House was in need of com- 
plete reconstruction in order to modernise its stage installations and to 
increase its seating capacity and its rent receipts. Not least on account 
of his wife, K. A. Wallenberg took a great interest in opera. In January 
1889 he submitted a proposal to the Finance Minister, F. von Essen, 
for a final solution to the problems of the Opera. The way to deal with 
it, he said, would be through a combined effort by “H.M. the King, 
the state, the city of Stockholm and private individuals.” The king 
and the state should each undertake to provide an annual subsidy of 
60,000 kronor. The state should furthermore give permission for the 
issue by a syndicate of interested persons of a premium-bond loan of 
10,000,000 kronor to be placed “in Sweden and abroad or entirely 
abroad, depending on the government’s decision.” The city of Stock- 
holm should guarantee and service the loan and provide an annual 
subsidy of 30,000 kronor or a single lump-sum grant of 600,000 kro- 
nor. The theatre syndicate would use the proceeds of the loan to recon- 
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struct the Opera House.'° Obviously the idea behind this plan was to 
secure the co-operation above all of the state and the city by providing 
a solution to the building problem which would involve no expenditure 
on their part. The necessary capital was to be raised by means of the 
premium-bond loan. Interest on the bonds would be paid on the one 
hand through a system of prizes and on the other by a progressively 
increasing redemption price for the bonds. K. A. Wallenberg envisaged 
the repayment of the loan over a period of 55 years at a price which 
would mean that the bondholders would receive less than 2 % interest 
on their money. The initial subscribers would, however, have a chance 
of earning more, since experience showed that the market price of bonds 
usually proved higher than the redemption price. He clearly thought 
that such a loan would appeal strongly to the public’s gambling instinct 
and that the bonds would therefore be so eagerly sought after by the 
public that they would bring in more than would be needed to service 
the loan. The possibilities of profit lay in the interest margin between 
what the bondholders would accept and what the city of Stockholm 
would be willing to pay for a long-term loan. 

It was essential to get the Stockholm council to support the scheme, 
and K. A. Wallenberg, himself a member of the council, referred to this 
task as his “apprenticeship test in municipal affairs.” But it would be a 
still harder task to persuade the Riksdag. If he succeeded in this, too, he 
wrote to Marcus in March 1889, he would have “cracked a nut upon 
which many a man before had broken his teeth.” At the time when he 
wrote these words a certain amount of progress had already been made. 
He had managed to bring together in the so-called theatre-building syn- 
dicate a number of prominent personalities, among them the Governor 
of Stockholm, G. Tamm, the Governor of the province of Stockholm, 
O. R. Themptander, and the leading director of the Riksbank, J. W. 
Arnberg. The syndicate undertook to erect the building. At any rate 
as far as Arnberg was concerned, K. A. Wallenberg had to make himself 
personally responsible for covering any losses that might result from 
participation in the syndicate. He also committed SEB to the enterprise; 
on 15 February he persuaded the board to agree to SEB’s taking over 
the premium-bond loan. The theatre-building syndicate was to receive 
3,000,000 kronor of the proceeds and the city of Stockholm an amount 
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sufficient, when invested at 31/4 %, to cover both the prizes and the 
redemption payments. 

K. A. Wallenberg thus accepted, both personally and for his bank, 
the risk of a possible failure of the loan. But previously—before the 
affair could be made public—he had obtained an undertaking from a 
number of foreign banking houses that, at his choice, they would either 
take over the whole loan on the original terms or be paid a certain com- 
mission. This, he later explained to C. F. Tietgen, the leading Danish 
financier, was “a simple insurance deal,” but he refused to reveal “who 
these underwriters were.” No information has been found on this point, 
but the foreign guarantee proved important when it came to inducing 
Swedish banks to subscribe to the loan. Wallenberg stated that in view 
of the national importance of the matter he proposed to invite the par- 
ticipation of practically all the Swedish banks which engaged in bond 
operations. Eventually nearly all banks in the country joined in. This 
success both reduced the risk and improved the chances of placing 
the bonds. 

The last difficulties in obtaining participants for the loan disappeared 
following a public controversy on the subject at the beginning of April. 
The argument was started by SEB’s old opponent, Hans Forssell who, 
in a long speech to the First Chamber at the time of the submission of 
the proposal, attacked it and alleged that the whole affair was a “profit- 
making scheme”. Behind the Swedish banking consortium was a foreign 
syndicate which would receive most of the profit; the eventual repayment 
value of 30 kronor would become the real sale price, so that all the 
official issue prices were fictitious. K. A. Wallenberg denied, both in a 
letter to the budget committee and in statements in the press, that there 
was any foreign bank behind the operation, and he gave an assurance 
that the issue price would be as announced, i.e. 22 kronor. Two rejoin- 
ders by Forssell elicited from Dagens Nyheter the ironical comment that 
one effect of his interventions would be that “the price of the bonds will 
rise further and more rapidly than they would have done otherwise.” 
This made it easier for K. A. Wallenberg to keep the banking con- 
sortium together, even though he had to inform its members that the 
foreign guarantee no longer held. It had performed its function, but 
K. A. Wallenberg’s denial naturally sounded a little odd to many of 
those who were in the know. 
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At the same time as Forssell’s attack another of A. O. Wallenberg’s 
opponents, S. A. Hedlund, editor of Géteborgs Handels- och Sjéfarts- 
tidning, had made an onslaught on his project in an article entitled ‘A 
patriotic business enterprise’. After the newspaper in question had twice 
returned to the matter in long articles, K. A. Wallenberg’s patience gave 
out and he replied to the criticism both in a statement in the press and 
in a letter to Hedlund. He asserted that he had embarked on this compli- 
cated affair purely and simply because of his interest in the cause and 
that he could work “for something that is of benefit to my fatherland 
and my fellow men without being impelled by the wretched motive called 
‘private profit’.” It was hardly to be expected that he would be believed. 
Public opinion had begun to be convinced that the whole affair was 
just a good business proposition. The loan agreement was approved by 
the Riksdag without any essential changes. 

The banking consortium nevertheless raised the issue price to 22.50 
kronor, involving a total increase of 250,000 kronor, the whole of which 
was to go to the theatre-building syndicate. Even so the sale of the 
bonds went better than had been expected. The selling operations, con- 
ducted for the joint account of all members, were directed by SEB 
whose staff, according to K. A. Wallenberg, were “completely trampled 
underfoot by the friends of the theatre.” After only three days it was 
announced that the loan was fully subscribed, and a few days later an 
advance distribution of profit of 7'/2 % was made. The head of the 
Norrkdping bank, Christian Eberstein, expressed annoyance at having 
been given such a small amount, but Wallenberg was able to point out 
in reply that this had been due to his hesitancy in making up his mind. 
A number of banks had only with difficulty been persuaded to join in 
and some had refused. “And then suddenly the wind changed, probably 
as a result of the hot air talked in the First Chamber; there was then a 
general rush with the result that we were left with less than Sk. Kredit- 
bolaget’s share. Thus if others have received too littlke—and that is what 
they all seem to think now—we’re in the same boat ourselves.” 

The theatre bond loan solved the Royal Opera’s building problem 
both from a financial and a political point of view. As a business propo- 
sition the whole affair had at first been regarded with a certain amount 
of misgiving, but in the end it worked successfully with the distribution 
of handsome profits to nearly every bank in Sweden. This was good 
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ammunition for those who had talked of a ‘profit-making scheme’. The 
Bank Inspector had no objections to make on the side of the profits, 
which he put at 300,000 kronor, but he criticised the operation as having 
been too risky. How much SEB earned is difficult to ascertain, since the 
deal was only recorded in two current accounts and no real balance sheet 
was ever drawn up, and since its share in the consortium is not known. 
One thing is certain, however, that the success of the project greatly 
enhanced Wallenberg’s prestige as a banker. 


As a direct result of the fact that the theatre loan proved such a re- 
munerative affair, SEB was again entrusted with the task of acting 
as agent for Smalands Enskilda Bank, an assignment which it had lost 
to Skandinaviska Kredit AB in 1876. K. A. Wallenberg was helped 
here, it is true, by his connexion with Fredrik Zethrin, the head of 
the Smaland bank since 1883. Zethrin had before that been with SEB 
from 1868 and his brother was in charge of SEB’s branch office in Lin- 
k6ping. Nevertheless the theatre loan was the decisive factor. Once this 
began to prove profitable and shares in it came to be regarded as ‘ab- 
solute gifts’, K. A. Wallenberg made an attempt to get SEB reappointed 
as agent. His terms were that SEB should take an agency commission 
of 1,000 kronor per year and that 50,000 kronor should be deposited 
with it as a non-interest-bearing reserve. Otherwise, current account 
interest would be paid on balances up to 500,000 kronor and the Sma- 
land bank would be granted a credit of 300,000 kronor free of com- 
mission and at a rate of interest 1 % above the Riksbank’s lowest dis- 
count rate. The offer was accepted. As is apparent from the above, the 
Kristianstad bank had already been won over and had been favoured 
by the allocation of shares in bond operations. 

In September an approach was made to a number of provincial banks 
with a view to accomplishing SEB’s other ambition in this sphere, name- 
ly an agreement for the cashing of bills free of commission. This 
move evidently met with success in a number of places, and the banks in 
question were rewarded by being given shares in bond loans. 

By improving SEB’s connexions with provincial banks K. A. Wallen- 
berg made it easier to run the bank without branch offices in the coun- 
try. He was acting in accordance with this policy in December 1889 
when he took the initiative in negotiations which resulted in the handing 
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over of SEB’s Link6ping branch, its only provincial branch besides its 
office in Sddertalje, to Ostergétlands Enskilda Bank. The bank’s Stock- 
holm business, he said, had increased to such an extent that all the avail- 
able resources were needed to handle it. His intentions were quite clear: 
the bank’s activity should be concentrated on such matters as the manag- 
ing director could personally supervise. 


4. The Swedish government loan of 1890 and the money-market crisis 


In the spring of 1889 SEB bought several batches of Swedish govern- 
ment bonds from Behrens and then transferred them to Sweden—trans- 
actions which incidentally later led to a slight loss. The reward came in 
the course of the summer when Behrens and the Landmandsbank offered 
SEB a share in a big operation for the conversion of loans to the Danish 
mortgage associations. This invitation was eagerly accepted. In other 
matters also signs are to be seen of closer contact with Gliickstadt’s con- 
sortium."* 

Glickstadt had been assisted by Thiel in connexion with the Swed- 
ish government loan of 1888. Consequently on 8 February 1890 Thiel 
and K. A. Wallenberg went to the National Debt Commissioners and 
offered their services for the conversion of the 1875 loan. Once the Com- 
missioners had decided to enter into negotiations with them, they both 
went to Copenhagen, Thiel at least going on to Berlin. Wallenberg 
returned after only a few days; Thiel came later, bringing Gliickstadt 
and a representative of Behrens. Negotiations with the Debt Commis- 
sioners began on 16 February. On the second day offers were submitted 
for one loan at 3'/2 % and for one at 3 %. Neither was accepted, but 
the Commissioners decided in favour of a 31/2 % loan and a fresh offer 
was accepted the next day. This was for a 3*/2 % 35,550,000 kronor 
loan, to be taken over at par. The official consortium consisted of the 
Riksbank, SEB, Rothschild’s of London, Paris and Frankfurt, together 
with the Discontogesellschaft and Bleichréder in Berlin, Behrens and 
the Landmandsbank. SEB participated on the same footing as the other 
members, but passed a sub-allocation of two-fifths to the Harndsand 
bank, so that its own share amounted to 2,370,000 kronor. The Kris- 
tianstad bank also asked for an allocation, however, and was granted 
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regarding participation in loans to Malmo and Karlskrona. 


3 


1886—1893 


300,000 kronor, but it was stressed that this would probably only bring 
a small profit. 

Both Posttidningen and Aftonbladet gave K. A. Wallenberg the credit 
for the loan agreement which was described as singularly favourable for 
the state. Marcus wrote to Knut congratulating him on nearing “the peaks 
of la haute Finance” and commented on the remarkable fact that SEB had 
been able to secure the collaboration of its old enemy, the Riksbank. 
Knut himself felt that he had succeeded beyond his expectations. He 
wrote to his mother in February 1890 that the agreement had “reinstat- 
ed SEB in its old position and placed the government and the Riks- 
dag under an obligation to the bank.” At the same time he had been 
entrusted by the government with the task of negotiating for the pur- 
chase by the state of the Lulea—Ofoten railway, and he was also active- 
ly engaged in the promotion of industrial undertakings. An idea of the 
atmosphere of optimism and enterprise at that time is found in a few 
lines from a letter of March 1890 in which Knut informed Marcus that 
he would very likely “go to Holland for a while in connexion with the 
Ofoten affair, and shall in that case take Thiel with me and probably 
meet Gustaf in Hamburg. The latter set off on Sunday morning on the 
S.S. Rurik for St Petersburg, via Libau, with about a kilo of gunpow- 
der in his waistcoat pocket. He has been invited by the Russian govern- 
ment and I hope he gets back all in one piece.” 

But quite soon there came a setback. It seems that Wallenberg and 
Gliickstadt wanted to hasten the issue of the government loan but were 
delayed by Behrens. By 16 October when payment was due in connexion 
with the conversion, the Baring crisis had broken out, causing enormous 
increases in the discount rates both in England and in Germany. In No- 
vember Behrens reported that the bonds could not be placed in Germany 
except at a loss. The consortium would have to consider breaking up and 
distributing the bonds among its members. At the end of the year SEB 
still had 2,188,000 kronor of unsold bonds. These were disposed of in 
1891-93 at a total loss of 68,000 kronor. 

The Bank Inspector moreover commented unfavourably on the size 
of the amount subscribed by SEB and expressed the opinion that the 
bank’s leader had regarded the matter more as a matter of ambition 
than as a business deal. 1,508,000 RM of these bonds, which were held 
by Behrens, had been shown in the monthly statements of account as 
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claims on foreign commercial and merchant banks, obviously in order 
to conceal the excessive increase in the bond portpolio but this, wrote 
Benckert, could not be remedied “by reducing the bond portfolio on 
paper”. The first government loan operation had gone badly, and K. A. 
Wallenberg was keen to obliterate all traces of it as far as possible. The 
letters quoted above and Benckert’s personal knowledge of Knut’s char- 
acter suggest that the description ‘a matter of ambition’ was correct. 
Something had nevertheless been gained, in that SEB had been able to 
participate on terms of equality in an international issuing consortium, 
had acquired good relations with the National Debt Office and had 
created a more cordial atmosphere between itself and the Riksbank. 

‘The improvement in SEB’s relations with the Riksbank may explain 
why in June 1890 K. A. Wallenberg applied for rediscounting facilities 
for his bank with a 10 % commission on the discount fee—a ‘return dis- 
count’—despite the fact that a similar proposal had been rejected by the 
Riksdag in 1890. Neither this application nor others submitted later 
were Officially discussed by the board of directors of the Riksbank. 
Brisman, however, felt able to assert that rediscounting without commis- 
sion took place on a small scale at this time, though only with banks not 
entitled to issue notes. The crisis of 1890 led to a considerable increase 
in the practice of rediscounting. Not until January 1893, however, did 
J. W. Arnberg suggest to the board of directors that a return discount 
rate should be introduced. This reform went through in the spring of 
that year, and SEB was immediately granted rediscounting facilities up 
to 1,000,000 kronor. This represented an important step on the part of 
the Riksbank towards its assumption of the position of central bank, but 
the volume of rediscounting did not reach really large proportions until 
the return discount was substantially increased in 1895. In 1896, how- 
ever, SEB withdrew from the rediscounting agreement following the 
rejection of an application for the abolition of the rule fixing a minimum 
amount for eligibility for the special rediscount rate. Not until 1901 did 
the Riksbank amend its regulations in the manner suggested by SEB.” 

In Brisman’s account K. A. Wallenberg is seen as a driving force 
behind the scenes. It is also clear from his petition of June 1890 that 
he did not ask the directors of the Riksbank for any definite decision 
but merely requested that his proposal be tried out for a while. He 


12 §, Brisman, Sveriges Riksbank, IV:3, 218 ff. 
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was obviously making a cautious attempt to induce the Riksbank to 
venture along new lines. The increased demand for rediscounting 
during the crisis also came very largely from SEB which, according to 
its ledgers, began to resort to rediscounting on 1 September 1890. A 
special account was opened for this purpose, and the total amount 
rediscounted amounted to 612,000 kronor at the end of September, to 
1,659,000 kronor at the end of the next two months and to 1,351,000 
kronor at the end of the year. In January 1891 there was no rediscount- 
ing, but it was resumed in February and was resorted to thereafter 
every month except four until April 1897, when it was discontinued 
until 1901. SEB’s recourse to rediscounting during the 1890s reached 
its maximum in May—June 1894, with a total of 2,091,000 kronor. 
It is not possible to discover from the books whether a special re- 
discount rate was applied. In any case, the hope of obtaining such a 
rate can hardly have been the decisive factor at the time when re- 
discounting began, the essential reason having doubtless been the desire, 
in view of the tightness of the money market, to obtain liquid resources 
without incurring loss. Whereas during the crisis of 1879 A. O. Wallen- 
berg had been at loggerheads with the leader of the Riksbank, A. W. 
Dufva, K. A. Wallenberg was now collaborating with J. W. Arnberg, 
who was at this time the real head of the Riksbank. 

An indication of how strong K. A. Wallenberg felt his position to be 
is given by the fact that at the end of October 1890, when the scarcity 
of money was becoming most acute, he requested the amendment of 
the provisions in SEB’s contract with the Goteborg bank concerning 
the payment of bills; the agreement entitled the latter to have its in- 
coming remittances credited the same day even though SEB could not 
use them as part of its cash reserve until the following day. This entitle- 
ment had meant, on that very day for instance, a cash drain of half a 
million. This concession, said K. A. Wallenberg, had been extorted from 
SEB in 1879 and he remembered very clearly how reluctant they had 
been to allow it, “but as we were hard-pressed at the time we did not 
consider it advisable to add to the ‘incidents’ by letting Géteborgs En- 
skilda Bank leave us. Since then we have worked hard to restore the 
status quo ante and have now succeeded in this in every respect except 
in our relationship with you.” In every other way, however, he wished 
to meet the wishes of the Goteborg bank. 
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The investigation into SEB’s bond operations revealed that in 1893 the 
bank disposed of the last remnants of the large batches of bonds taken 
over in the 1870s. After that the nature of the bond operations changed 
(p. 67). The holdings sold in 1893 consisted of bonds of the Bergslag 
railway, in which the bank had invested 3,627,000 kronor. It was 
difficult to avoid realising them in that year at the latest, since the loan 
from the railway mortgage fund was then due for repayment. In 1890 
when K. A. Wallenberg began to take active steps with a view to 
selling the Bergslag railway bonds on favourable terms—though none 
had as yet been disposed of—the bank still had a loan of 1,928,000 kro- 
nor in the fund. The problem was to find a way of overcoming the 
difficulties resulting from the peculiar way in which the railway com- 
pany had treated the bondholders. 


Bergslagernas Jarnvags AB had a share capital of 13,681,000 kronor, 
the greater part of which was held by various investors in Gothenburg— 
some by the town itself and some by large merchant houses. The Dick- 
sons, a prominent Gothenburg business family, for instance, were said 
to have subscribed 1,300,000 kronor themselves. Over and above the 
share capital, funds for the building of the railway had been raised 
by means of a 5 % government loan of originally 5,000,000 kronor 
and a 36,000,000 kronor bond issue also at 5 %. It had not been found 
possible to dispose of the whole of the latter loan to the public even at 
a price far below par, and in consequence the state had had to take 
over 6,753,000 kronor of it at 90. As the railway’s earnings were not 
sufficient to cover both interest and amortisation, it began in 1880 to 
waive the payment of interest, while keeping up the amortisation pay- 
ments. The advantage for the company of this arrangement was that 
its liability in respect of matured coupons was free of interest. By the 
beginning of 1890 this liability amounted to 7,286,000 kronor. The 
Riksdag’s auditors commented adversely on this state of affairs in 1884, 
1886 and 1890, but nothing was done about it, despite the fact that the 
company’s behaviour was clearly illegal. Any bondholder could arrange 
at any time for the company to be declared bankrupt, but in that case 
the interest claims in respect of coupons more than three years overdue 
would be deprived of their right of priority. In 1891 the bondholders 
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acted and a committee was set up consisting of Th. Mannheimer, manag- 
ing director in Gothenburg of Skandinaviska Kredit AB, Governor O. 
Themptander, and K. A. Wallenberg. The eventual outcome was that 
the company was obliged to agree to give 4 % bonds in compensation.” 

K. A. Wallenberg in fact began to concern himself with this problem 
as early as the autumn of 1887. He wrote at that time in a letter to 
Mannheimer that he was far too ignorant about the Bergslag railway, 
“which is all the more unpardonable since the interests I represent are 
not among the least important,” and he therefore asked to be allowed 
to appoint one of the auditors. His request was met by the appointment 
as auditor of Eduard Frinckel, the newly retired head of AB Atlas. 
Wallenberg would be able to obtain through Franckel the information 
he needed in order to judge when the company’s position reached the 
stage at which action ought to be taken. 

The first indication that K. A. Wallenberg felt that the time was ripe 
comes at the end of September 1890, when he tried to obtain bonds 
“at a reasonable price without attracting too much attention.” It 
becomes evident that this was part of a plan worked out with Thiel, and 
in October he sought the co-operation of Gltickstadt to carry it out. 
The first step was to buy up large amounts of bonds, and then to take 
further action. The plan was proposed, however, just at the time when 
the money market crisis was becoming really serious, and Gliickstadt 
took the view that for the time being they should avoid assuming any 
new commitments. He also argued that people who had held bonds for 
so long would hardly be prepared to sell them except at an unreasonable 
price. Wallenberg and Gliickstadt themselves were aware that the rail- 
way was worth more than the amount of the bond loan, but this was 
not known to outsiders nor to the public to which the bonds would have 
to be sold—a fact on which the arrangement must be based. They 
could not, Gliickstadt contended, offer people bonds representing 
nearly the whole of the purchase price of the railway. Instead of seeking 
an unattainable ideal solution they should try to do what was feasible 
in existing circumstances, i.e. quietly accumulate voting rights. In his 
answer Gliickstadt in effect gives to his young and energetic colleague 
the important advice that it is essential when engaging in capital market 
transactions, in order to avoid being left carrying heavy liabilities, to 
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keep constantly informed as to what the market is able to absorb. K. A. 
Wallenberg took due note of the advice. Although it was true, he wrote, 
that one should “buy when nobody else can buy and sell when nobody 
else is willing to sell,” he admitted that under the unstable conditions 
then prevailing it was advisable to confine oneself to current business. 
He concluded by saying that he would “do everything possible to avoid 
any dispute and I am indeed convinced that everything can be arranged 
by friendly agreement.” 

As a result of the contact with Gliickstadt the Bergslag railway 
operation lost its speculative element. This was probably one reason 
why Thiel did not eventually collaborate with Wallenberg in this affair. 
The plan of action which was in fact adopted was essentially that 
recommended by Gliickstadt; it was not put into operation until 
January 1891, when the money market crisis was over. 

It is clear that when K. A. Wallenberg said to Gliickstadt that he 
intended to do everything possible to avoid any dispute, he had Mann- 
heimer in mind. When he broached the subject with the latter in the 
autumn of 1890 he met with an unqualified refusal. In January 1891 
an important step was taken in the hope of breaking down Mann- 
heimer’s opposition by indirect means. Professor Gésta Mittag-Leffler 
went to Gothenburg, called on Baron Oscar Dickson, the Grand Old 
Man of the Gothenburg merchant community, and obtained an as- 
surance of his support. It is obvious that this must have been done at 
Wallenberg’s instigation. The latter told Dickson later that he had been 
collecting material for several years and had made calculations which 
showed that a consolidation was possible. One important indication 
that things could not continue in their existing state had been given by 
the renewed criticism from the Riksdag’s auditors. The budget com- 
mittee, whose chairman shared the auditors’ opinion, was to take up the 
matter within a week. The Minister of Finance had approved the plan. 
The head of Géteborgs Enskilda Bank, too, was informed in advance of 
what was about to happen and was invited to participate. When this 
stage had been reached Mannheimer was asked to come to Stockholm 
to join in the deal before it was made public. Mannheimer now gave 
way. He agreed to the conversion of the whole of the Bergslag railway’s 
debt, including the arrears of interest, into a new 4"/2 % bond loan. The 
bondholders were to combine together and entrust the protection of 
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their interests to a committee consisting of Wallenberg, Mannheimer 
or Davidson, and a representative of the government. 

Thus after having secured the support of various persons in the 
government and the Riksdag and of members of influential circles in 
Gothenburg, K. A. Wallenberg invited Mannheimer to co-operate with 
him. This happened before the Bergslag railway was faced with a public 
investigation and gave Mannheimer an opportunity to influence the 
proposal which was to be placed before the public. 

After the matter had become public knowledge Wallenberg approach- 
ed a number of other Swedish and foreign banks requesting them to 
become members of the bondholders’ consortium. At this point there 
was a deterioration in the terms offered. Before the official formation of 
the consortium on 14 February various alternative proposals were made 
in the press. The committee’s proposal, put to the meeting of the bond- 
holders by Wallenberg, provided that of the 27'/2 % of the capital debt 
that consisted of arrears of interest, 20 % should be settled by the new 
bond loan, and the remainder by the issue of shares. A lively discussion 
followed, in the course of which Thiel suggested that 5 % bonds should 
be issued in compensation for the arrears of interest, and that neither 
the amortisation of the old loan nor any distribution of dividend on the 
shares should be allowed to take place before these bonds had been 
redeemed. It was now up to the members of the committee to come 
forward with a proposal capable of winning the approval of all the bond- 
holders. Wallenberg stated afterwards that he had been obliged to give 
way to Mannheimer in view of his wish to do everything possible to avoid 
a breach. Moreover, the shareholders’ interests were being watched by 
powerful defenders. Nevertheless the meeting of the Bergslag railway’s 
shareholders went off more quietly than had been expected and the 
board was authorised to arrange a settlement even if the terms proved 
to be less favourable than those proposed by the committee. The 
ground was thus prepared for the proposal which was in fact adopted, 
the essential features of which were in line with Thiel’s suggestions. 
The old 5 % loan was to be retained and the matured coupons 
exchanged at their full value for 4 % bonds to be redeemed before the 
5 % loan itself. The redemption of both loans could begin in 1900. 

K. A. Wallenberg was thus the prime initiator of the action taken by 
the holders of the Bergslag railway bonds. He was particularly careful 
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in this matter not to come into conflict with Mannheimer, a fact which 
suggests that he hoped to secure Mannheimer’s collaboration in other 
transactions. The situation just then was particularly delicate in that 
K. A. Wallenberg had just established a footing in Gliickstadt’s consor- 
tium and desired the collaboration of Mannheimer’s Skandinaviska Kre- 
dit AB in a forthcoming government loan (p. 149). SEB in fact usually 
did co-operate with Skandinaviska Kredit AB during the next few years 
in handling Swedish municipal loans. Wallenberg’s conduct in the Bergs- 
lag railway affair was thus characterised by a flexibility of approach 
and great care to avoid clashes. 

The settlement reached resulted in an appreciable increase in the 
value of the bonds. As was pointed out by Bérstidningen, the wish to 
convert the 5 % bonds was likely to lead to a rapid amortisation of the 
4 % issue. The latter would be a remunerative type of paper for 
private investors, while the 5 % bonds would be suitable for institutional 
investment. SEB received on its claims for arrears of interest a sum of 
1,053,000 kronor nominal in 4 % bonds. At the same time its old 
5 % Bergslag bonds became considerably easier to sell, but their sale 
would have meant that the bank would need to redeem its debt to the 
railway mortgage fund. The disposal of the bonds was therefore delayed 
until 1893, when the loans had to be repaid. During the intervening 
period there had been an appreciable decline in the level of interest rates 
and when in the course of that year SEB sold nearly all the old bonds 
this brought in 3,618,000 kronor. As the bonds had been written down 
to 48, the book profit worked out at 1,823,000 kronor. In addition, the 
bank still had all its new 4% bonds. In this way SEB successfully 
unburdened itself of the last of the heavy commitments resulting from 
its bond operations in the 1870s. 
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THE APPROACH TO INDUSTRIALISATION 


1. Hofors and Atlas 


The large profits made by Stockholms Enskilda Bank during K. A. 
Wallenberg’s first years as managing director as a result of new trans- 
actions, and especially of bond operations, were principally used for the 
purpose of writing off some of the losses suffered by the bank in connexion 
with its two problem children in the industrial field, Hofors and Atlas 
(p. 160). As a result these no longer hampered the bank’s freedom of ac- 
tion in other spheres. The bank’s young, energetic leaders were not con- 
tent at this, however, but wanted to regain the money that had been lost. 

K. A. Wallenberg had in the past intervened only occasionally in 
matters relating to Hofors. When his father died and he became a mem- 
ber of the board of Hofors, the situation changed. Reinhold Alrutz also 
joined the board and a new sales agreement concluded with his firm rep- 
resented a further attempt to make Hofors pay its way. The main purpose 
was to sell iron to America, but after only a year trouble developed be- 
tween Alrutz’ merchant firm and the head of Hofors, Gésta Lillieh66k. 
K. A. Wallenberg felt that Alrutz was in the right and in a letter wrote 
of LillichOdk, “I sometimes think he has set his mind on ruining us, 
judging by the way he behaves.” But he did not immediately translate 
this belief into action by attempting to bring about a change of manager. 
This was understandable not only because of the ties of personal friend- 
ship which existed but also in view of the controversy to which Lillie- 
h6ok’s appointment as the head of Hofors had originally given rise (p. 
32). His replacement would have been tantamount to a public repudia- 
tion of A. O. Wallenberg’s policy. Marcus, on the other hand, emphati- 
cally asserted as early as the autumn of 1887 that personal considerations 
could not be taken into account (p. 89). In his opinion Lillieh66k was 
helping “to impede our economic progress”. For the first few years K. A. 
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Wallenberg allowed the question of leadership to remain in abeyance. 
A lively correspondence between him and LilliehGok bears witness to the 
efforts made in various ways to get the whole concern to show a profit. 
The subjects discussed were the purchase and sale of mines and forests 
and different methods of cutting down costs, especially on the agricul- 
tural side. This also involved trying to reduce interest costs and, with 
this in view, K. A. Wallenberg made an attempt, after an agreement with 
the Skandia insurance company had been cancelled, to place at a low 
interest rate the company’s loan against a first mortgage. As the Hypo- 
teksbank wanted as much as 5 %, he tried Stockholms Sparbank, but 
obviously without success since SEB had to take the loan itself at 5 %. 
The intention was, as soon as a suitable opportunity presented itself, to 
issue a fairly large bond loan at a low rate of interest. 

But the unloading of liabilities by means of a bond issue was of course 
quite out of the question for a firm which was only just keeping its head 
above water. This resulted inter alia in that the bank could not obtain 
the stipulated interest rate of 5 % on a credit to the firm but from 1883 
had to lower it gradually to 3 %. At the same time the total debt rose 
to 2,314,000 kronor. In 1887 only 1*/2 % was paid and in 1888 no 
interest at all, while the amount owed increased further to 2,662,000 
kronor probably in order partly to cover the firm’s purchase of shares 
in Storviks Sulfit AB (p. 135). It is easy to understand why K. A. Wal- 
lenberg began to become impatient. In November 1887 he had intimated 
to LillichOOk that it might prove necessary to make a change in the 
management in order to save the firm. Another bankruptcy would make 
it impossible to keep together the company’s property and staff, but 
with hard work and the sacrifice of private feelings success could be 
achieved. He would do everything in his power to help dispel Lillie- 
h66k’s personal worries. 

It is clear that K. A. Wallenberg subsequently became convinced that it 
would be necessary to resort to the radical solution which Marcus had 
advocated as early as 1887. This involved not only a change of leader- 
ship but also a number of reforms including the separation of the agri- 
cultural side from the iron and forestry side and concentration on dairy 
produce and seed corn. Furthermore an attempt would have to be made 
to induce enterprising industrialists to set up their factories on Hofors’s 
property (p. 89). Even at this early stage K. A. Wallenberg took a step 
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towards establishing factories at Hofors through the foundation of Stor- 
viks Sulfit AB (p. 135). With regard to the change of leadership he made 
his first move in the summer of 1888, when he secured the services of the 
brukspatron Per Eriksson of Fellingsbro, as assistant to Lilliehook and 
as a member of the board. LillichGdk was himself prevailed upon to 
propose measures designed to separate completely from the rest of the 
firm an agricultural and forestry division and to give Eriksson every 
assistance when he took charge of it. 

The following year the amount of SEB’s funds tied up in Hofors was 
probably reduced by 1,000,000 kronor, half of this being accounted for 
by profits on the sale of assets resulting from the purchase by Major J. S. 
Nisser and his family of the 40 shares owned by Hofors in Kopparberg— 
Hofors Sagverks AB. It is true that these were paid for not in cash but in 
4% % promissory notes, but these notes, having been issued by a well- 
established company, could quite quickly be placed on the capital mar- 
ket. In this way some of the bank’s funds were freed. At the same time 
Hofors’s earnings improved, so that in 1889 the bank was able to obtain 
4 % interest on its credit to the firm. K. A. Wallenberg observed indeed 
that business conditions were getting better “after having been chroni- 
cally ailing for nearly ten years.” 

The brighter business outlook did not, however, prevent K. A. Wallen- 
berg from pushing on with the reconstruction. One important reason was 
his high opinion of Eriksson’s capabilities. In December 1889 a number 
of shares—which had been subscribed by officials of the firm at the time 
of its foundation with the aid of personal loans from SEB, most of which 
were not repaid—were repurchased at par. K. A. Wallenberg asked Lil- 
lich66k to inform those concerned that this was not at all a philan- 
thropic measure but was designed to make it possible to dismiss some 
of them. Eriksson was instructed to sell the Kungsgard saw-mill together 
with the forests and logging channels as soon as possible, since the exist- 
ing favourable conditions for the disposal of saw-mills might come to an 


* Since the bank’s auditors complained that the promissory notes bore only one name, 
KAW asked to be given a retroactive guarantee by the board of Kopparberg-Hofors in 
return for a written undertaking never to claim the guarantee. “In this way we can comply 
with the formalities and the bank will always do what it can to keep the company 
On its feet, so that the notes will be duly paid and we, or rather I, who bear the respon- 
sibility, will not get into difficulties owing to the counter-obligation you will receive.” 
KAW to M. Nisser 9 April 1890. 
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end. At the same time plans for the future were being prepared, relating to 
coal and iron-ore. In April 1890 Eriksson was searching for a technical 
assistant but found that “first class chaps” available for appointment were 
very few and far between. He had had recommended to him, however, an 
engineer called Gdsta Odelberg employed at Wikmanshyttan. The latter 
had in that position “naturally not been able to achieve anything great, for 
Wikmanshyttan’s ——— affairs must be in an extremely bad way.” After 
making enquiries about Odelberg K. A. Wallenberg gave the opinion 
that it would be advisable to “grab him straight away”. The new manage- 
ment of Hofors was beginning to take shape. LillichGdk accepted the 
changes without protest. He merely asked to be allowed to rent Kungs- 
garden until it was sold, and this request was granted. In arranging the 
change of management K. A. Wallenberg showed much consideration for 
the departing head of the firm. 

The new regime did not result in any immediate lightening of SEB’s 
burden and in 1890 the latter charged only 2/4 % on the commitment 
to which it applied a variable interest rate. The bank still held the first 
mortgage and at the end of 1890 its claim on the firm amounted to 
2,989,000 kronor plus 1,700,000 kronor of the 1880 bond loan. On the 
latter the bank originally received 6 %, but from 1887 onwards this was 
reduced to 5 %. In 1891 and 1893 it obtained 4 % and only in 1892 
did it get the stipulated 6 %. None of the bonds were sold. At the same 
time the bank’s loans to Hofors increased, reaching 4,400,000 kronor 
by the end of 1893 and 5,057,000 kronor by the middle of the following 
year. Indeed, Eriksson’s words quoted above, written before the appoint- 
ment of Odelberg, constituted a warning that young energetic men would 
have to be provided with money if they were to achieve anything worth 
while. The outcome in fact was that the ironworks was radically mod- 
ernised. Nothing has been found in the correspondence to indicate what 
deliberations preceded the decision to take this step. The discussion 
probably took place almost entirely between Eriksson and Odelberg. 
But in a letter to Eriksson on 23 March 1893 K. A. Wallenberg wrote 
that he and Marcus, after thinking the matter over carefully, had come 
to the conclusion that they should support Eriksson’s proposal to install 
“new rolling mills, etc., at Hofors at a cost of about 500,000 kronor. 
——— We are doing this,” he continued, “in the conviction that you and 
Mr. Odelberg are capable of achieving, with the help of the new equip- 
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ment, the aims you have set yourselves and that you will be willing to 
devote your energies henceforth to Hofors Aktiebolag to which you are 
now binding yourselves more closely than ever before. - — — Please ac- 
cept my assurance that you can always count on our co-operation in this 
work of yours and on our gratitude for what you accomplish.” 

The very solemnity of the tone of this letter and the mention of consul- 
tation with Marcus testify to the fact that the decisions taken lay on quite 
a different plane from that of the bank’s earlier commitments to Hofors. 
No longer was it merely a question of financing property dealings or 
providing working credits, but the bank was now sinking a large amount 
of money in new buildings and machinery whose suitability for their 
purpose—which would determine their future value—depended on the 
judgment of the technicians. One of the items was such a technical 
novelty as an electrically operated rolling-mill.* The Wallenberg brothers 
made it clear that they were agreeing to this measure in order to meet the 
wishes of the two men who had won their confidence as being fitted to 
run Hofors. 

By means of substantial fresh investments Hofors was to be put on its 
feet again. The bank was, of course, going to supply the funds, but mat- 
ters were not to rest at that. If they had been, the bank’s financial involve- 
ment in Hofors, for which it had been repeatedly criticised by the Bank 
Inspector, would have risen still further to a total which would have been 
unreasonably large in relation to Hofors’s share capital, and the share- 
holders rather than the bank would have benefited from this investment 
of funds. Instead Marcus Wallenberg, who had of late been increasingly 
entrusted with the Hofors business, began to make preparations at once 
for a reconstruction of the company. It was necessary to induce the 
shareholders to agree voluntarily to the writing-down of the old share 
capital to one-tenth of its former value, i.e. to 100,000 kronor. In that 
event the bank would accept 1,900,000 kronor in shares in settlement 
of part of its claim. The shareholders were to be presented with an 
estimate, made by persons likely to inspire confidence, in order, as Mar- 
cus wrote, “that the shareholders will realise, as is the truth of the situa- 
tion, that the reconstruction will present them with an absolute gift.” 
These plans were put into execution; as far as one can tell everything 
went smoothly, but even so the operation was not completed until in 


2 J. Akerman, Ett elektriskt halvsekel, p. 63. 
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the second half of 1894. There was then a sharp decrase in the amount 
of the bank’s lending to Hofors, since 1,900,000 kronor of it was con- 
verted into shares, which were promptly written off. At the same time 
the company issued a new 2,000,000 kronor bond loan at 41/2 %, to 
replace the 6 % loan of 1880. SEB took over and retained the whole 
of the loan for the first few years. Now, however, the bank received the 
fixed interest on the coupons, and the normal rate, ie. 6 %, was paid 
on the working balance. The bank had to wait until 1904, on the other 
hand, before it received any dividend on the shares. 

The resources that were to be raised by Eriksson by the sale of real 
estate were only gradually forthcoming. He had a certain amount of suc- 
cess in 1892, but on the other hand Hofors Hastsko AB was purchased in 
that year (p. 33). By November 1896 property sales had brought in a 
total of 800,000 kronor, but also, as Marcus Wallenberg wrote, “the 
works had come to cost 1,500,000”. He was also able to report, how- 
ever, that Odelberg had been in Russia, Vienna and Germany to make 
marketing arrangements. This was part of a policy started by Eriksson as 
far back as 1892, aimed at selling direct to consumers without the inter- 
mediation of Alrutz & Co. By agreement this was allowed at that time 
only in Sweden. The Wallenberg brothers approved and supported these 
measures, but it was not until 1898 that Alrutz & Co. were made 
to relinquish their function as marketing agents for Hofors—a step which 
Marcus said should have been taken ten years earlier. This change was 
naturally made easier by the fact that it was SEB and not Alrutz that was 
financing the firm. 

The extent of the bank’s commitment to Hofors was, however, once 
again the subject of critical comment by the Bank Inspector in 1896. 
The commitment had increased by 688,000 kronor in the last two years. 
The criticism spurred Marcus Wallenberg to work out a way of selling 
the 2,000,000 kronor of Hofors bonds which the bank held. When the 
profit and loss statement for 1896 was drawn up—probably a very satis- 
factory one—the bonds were to be stamped down to 4 % (p. 171). In 
order to make it possible to sell them, the 1,000,000 kronor inventory 
mortgage which served as security was to be replaced by the same 
amount in the form of an SEB deposit certificate. This would mean 
that the security offered would now consist of real-estate mortgages to- 
talling 1,500,000 kronor plus the deposit certificate. The operation was 
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carried out and constitutes the first recorded case in which deposits were 
created in favour of clients who at the same time were in debt to the bank 
(p. 57). The sale of the bonds began in fact in 1897 and was completed 
in 1899. 

At the same time the sales of real estate were continuing. In 1896 
Eriksson devised a plan providing for the sale of all the firm’s land with 
the exception of the 36,000 acres of woodland close to Hofors, and the 
proposal was promptly approved by the bank. Not until 1898, however, 
did a really large sale take place and in this instance K. A. Wallenberg 
appears to have intervened without Eriksson’s knowledge. In any case 
he illustrates in a few bantering words his negotiating technique. He ad- 
vised the contact man with whom he discussed the matter to make a 
counter-offer to the board which was more disposed to make concessions 
than Eriksson. “All that we need,” he wrote to Marcus, “is for them to 
come hopping up with a binding offer and-we shall be able to draw the 
net over these rare birds.” And this is what seems to have happened. The 
large sale mentioned, together with the improvement in the firm’s profits, 
induced Eriksson and Odelberg, however, to demand a percentage for 
themselves. Marcus Wallenberg had two sharp encounters with them. He 
refused to agree to the payment of any commission on profits on the sale 
of property and insisted that none at all should be allowed so long as the 
shareholders had not yet received any dividend. The dispute was settled 
by having the commission given in the form of Hofors shares. Marcus 
had “told Eriksson flatly that he was taking advantage of his indispen- 
sability but that there was a limit to everything and that some authority 
must after all be left to the other members of the board and the share- 
holders.” 

The reconstruction of Hofors was thus carried out progressively over a 
period of several years. It involved personal, technical, financial and 
marketing problems. The bank’s support continued to be necessary for 
a long time. Far-reaching technical reorganisation, demanding large 
amounts of fresh funds, took place before Hofors could free any resour- 
ces by sales of real estate but after the bank’s position had been substan- 
tially strengthened by profits earned in other business. The decisive réle, 
however, came to be played increasingly—especially once financing was 
no longer a problem—by the very capable managers who had been 
brought into the firm by the bank. 
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Among the factors involved in the reconstruction of Hofors was the 
change-over from one generation to another. A similar element was also 
present in the case of AB Atlas. As already mentioned A. O. Wallenberg 
had taken a hand in founding the company and had consequently also 
been partly responsible for the appointment of Eduard Franckel as its 
first managing director. Franckel was still at the head of the firm in 1886 
and his age (fifty years) did not suggest that he was likely to relin- 
quish this post. The firm had, however, for long been a source of worry 
to the bank. A change for the better in 1885, when output reached a 
value of 1,237,000 kronor, was followed by a decline to 784,000 kronor 
in 1886 and in 1887 the figure was even lower. SEB’s direct claims on 
this company at the beginning of 1886 amounted to 3,618,000 kronor in 
addition to 900,000 kronor in bonds. 

K. A. Wallenberg had been a member of the board of Atlas during his 
father’s time, but one of his first actions upon becoming head of the bank 
was to resign this position and to join the board of Hofors instead. The 
reason for this is not clear. He does not appear to have made any distinc- 
tion between the two firms in the extent to which he actively concerned 
himself with their affairs. In one respect he directly continued his father’s 
policy. In the course of the years the bank’s holdings of Atlas bonds had 
been almost entirely written off. In the summer of 1886, therefore, a5 % 
bond loan for 2,000,000 kronor was issued and later a 4 % loan of 
1,000,000 kronor. These issues served to replace the old bond loan and 
to convert 2,000,000 kronor of other debts. The intention would appear 
to have been not so much to place the bonds on the capital market as to 
create new assets which could be written off. K. A. Wallenberg’s activity 
on behalf of Atlas not only took the form—as previously—of efforts to 
obtain orders for the company but also of trying to sell the valuable fac- 
tory site in Stockholm. In making this attempt he was also complying 
with a recommendation made by the Bank Inspector in the summer of 
1886. As he failed to sell the property, K. A. Wallenberg then turned 
his attention to the question of the firm’s management. He felt that 
Franckel was unsuitable for the job and burst out in a letter in February 
1887: “If I could only get hold of a capable manager for Atlas I should 
give a handsome present to the poor.” 

A few weeks later he had found the man he wanted. This was Oscar 
Lamm Jr., born in 1848, an industrialist with a good theoretical and 
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practical training. Together with Gustaf de Laval he had made the sepa- 
rator into an effective piece of machinery. He had been principally 
responsible for AB Separator’s organisation and marketing arrangements 
during its first difficult years. In 1886, however, he had left AB Sepa- 
rator and gone off travelling. While he was away he received K. A. Wal- — 
lenberg’s invitation to become the head of Atlas.* A discussion by letter 
followed on possible ways of cutting down costs, in the course of which 
K. A. Wallenberg said that the bank was willing to adjust its interest rates 
to what the firm could afford to pay. Lamm accepted the offer and re- 
mained in charge of the company until 1909. Franckel’s departure clear- 
ly took place without any breach, as immediately afterwards K. A. Wal- 
lenberg got him to accept a post as an auditor to the Bergslag railway 
(p. 118). 

For lack of adequate documentation it has not been possible to gain 
a clear picture of exactly how the financial reconstruction of Atlas was 
carried out. But it is evident that an initial intervention was decided upon 
as early as 1888 and put into effect the following year. The net loss in- 
curred up to the end of 1888 was 571,000 kronor, or more than the 
company’s 550,000 kronor share capital. By means of a 1,000,000 kro- 
nor issue of preference shares the firm reacquired a share capital. All the 
shares were taken over by SEB in settlement of part of its claims. As a re- 
sult of writing off 750,000 kronor of these immediately and the remain- 
der the following year, the bank reduced the book total of its investments 
in Atlas. At the end of 1890 a more radical solution was adopted. In 
Knut’s absence the plan of action was drawn up by Marcus Wallenberg, 
assisted by Gustaf. The brothers had to overcome a certain amount of 
resistance from board members of the bank (p. 91). A new company, 
with a capital of 1,000,000 kronor, was formed to make an offer for 
nearly all Atlas’s property in Stockholm. 

The plan was put into effect with the result that the part of the firm 
which was to continue to operate was sold to a new company, Nya AB 
Atlas, while the rest of its property,—i.e. certain sites in Stockholm and 
the real estate in Sddertalje and Gavle—was left to be included in the 
liquidation. It has not been possible to calculate the proceeds exactly, 
but the bank received from the liquidators the sum of 2,000,000 kronor 
which wiped out the greater part of Atlas’s bond loans. SEB’s invest- 


3 K. Modin, Atlas Diesel, pp. 48 ff. 
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ment in Atlas was increased in 1891 by about 2,000,000 kronor, 
500,000 kronor of which corresponded to a nominal 1,000,000 kronor 
of shares in Nya Atlas which were apparently written down immediately 
by one-half. The reconstruction must have brought the company about 
500,000 kronor of fresh funds. In the course of the next few years some 
of the assets of Atlas in liquidation were realised, so that no further 
claims were on that account. The bank lost 511,000 kronor on the 
remaining bond loan. The preference shares were probably also a total 
loss and these amounted to 1,000,000 kronor. On the other hand Nya 
Atlas began to distribute a small dividend on its shares and in 1894 
1,500,000 kronor of the Atlas debts were converted into a bond loan 
and this was placed over a period of two years (p. 172). 

It thus appears that the bank incurred larger immediate losses with 
Atlas than with Hofors, but on the other hand it was also able to reduce 
its investments more quickly to reasonable proportions. A characteristic 
feature of the action taken in both instances, however, is that the sale of 
property was delayed for some time. This was made possible by the large 
sums written off. 


2. The Ferna and Korndal bankruptcies 


In the dealings with Hofors and Atlas Marcus Wallenberg had to help to 
finish what Knut had begun. The brothers also worked together later in 
matters concerning these firms. Things were different with the bank- 
ruptcy proceedings instituted against Count C. F. von Hermanson, of 
Ferna, and the estate of D. O. Francke, of Mélndal. These were handled 
entirely by Marcus, acting originally in his capacity as the bank’s lawyer. 

C. F. von Hermanson owned the Ferna ironworks and Virsbo in Vast- 
manland together with large areas of forest both there and in Dalarna. 
Depression in the iron industry and an obsolete transport organisation 
were responsible for the difficulties which in January 1891 led von Her- 
manson to file a bankruptcy petition. As far as can be judged SEB had 
no direct concern in ‘the Hermanson mess’, but it undertook to handle 
the matter on behalf of Alrutz & Co., whose London manager, Carl 
Svedberg, looked after the bank’s claims in a number of bankruptcy 
cases there. The amount of SEB’s funds tied up in Alrutz & Co. was 
so large—almost 3,000,000 kronor—that the bank naturally had an 
indirect interest in salvaging as much as possible of that firm’s claims. 
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On 27 April Marcus Wallenberg became one of the liquidators. He 
devoted a great deal of time to his work in this capacity, as is shown by 
the lively correspondence on the subject. The general impression given 
by the letters confirms the main items of information that are to be 
found in the liquidators’ report of 1903 and in Marcus Wallenberg’s 
memoranda. 

Marcus Wallenberg’s function as liquidator resulted in SEB’s acquiring 
a direct interest in Ferna as, in order to enable the firm to keep going, 
the bank granted it a credit of 350,000 kronor. Only occasionally, how- 
ever, was this drawn upon at all substantially. After only six months a 
new manager, C. G. Rogberg, was appointed. Marcus Wallenberg has 
stated that it was he who brought about the dismissal of Rogberg’s prede- 
cessor. Excessive felling of trees in the preceding years had reduced the 
supply of charcoal and it had become necessary to buy more forestland. 
Some of the funds needed were raised by the sale of other estates, a 
process which sometimes involved complicated transactions owing to the 
fact that the property included both entailed and private estates. Rogberg 
reduced costs, reorganised production, and so forth, and succeeded in 
making the works show a profit. The Virsbo estate was separated from 
the rest and turned into a limited company which before long distributed 
a dividend large enough to enable it to be sold. When the liquidators 
relinquished their functions in 1903 the claims of all the creditors had 
been satisfied. At the same time the property had been considerably im- 
proved. The liquidation of the Ferna assets was, as it were, Marcus’s 
test-piece in his apprenticeship in the art of unravelling an economically 
tangled enterprise. He looked back with pride on the way he accom- 
plished this task. 

Less than a year after the Ferna bankruptcy another ‘mess’ had to be 
cleared up. D. O. Francke, one of the most active Swedish enterprisers 
and industrialists of his time, died suddenly on 2 January 1892. On 
the very same day it was decided that Marcus Wallenberg should go to 
Molndal, near Gothenburg, with the manager of Storviks Sulfit AB, 
V. Folin, in order to find out whether Francke’s Korndal paper-mill 
could be run at a profit. The bank had claims of 371,000 kronor against 
the company. Korndal was only one of the industrial concerns on the 
MOlIndal river which had been directed by Francke. He had in addition 
managed the Rosendal cotton-spinning and weaving mill and Gétafors 
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sulphite factory. It appears that these concerns had been allowed to 
deteriorate during Francke’s last years and now lagged behind in general 
development.* 

The result of the investigation of Korndal’s possibilities was clearly 
negative. After spending a week in Mélndal Marcus reported that he 
had arranged for the company to be wound up but that the factory 
should be kept going in order to avoid unnecessary loss. Liquidators 
were appointed and in August an unsuccesful attempt was made to 
dispose of the assets by auction. Everything therefore had to be disposed 
of at a sheriff's sale in May 1893. Marcus had previously bought a batch 
of Korndal bonds at a city auction at 35 % and had obtained a report 
from the managing director of a jute weaving-mill in Sddertilje (p. 74), 
Johs Lohman, who said that it should be possible to run the Rosendal 
spinning-mill at a profit. At the sale he first bought the whole of the 
real estate,—the assessed value of which was 1,800,000 kronor—for 
450,000 kronor, and then, for 10,000 kronor, all the machinery in the 
Rosendal spinning-mill for which he had been prepared to go up to 
75,000 kronor. “There can be no longer any question,” he wrote in a 
letter to Knut, “of continuing to produce paper or sulphite. I have burned 
our boats and the rubbish will have to be sold at prices sometimes near 
to scrap-value.” But on the other hand he also bought a great quantity 
of items in order to break up the rings formed by speculators to keep the 
prices down. He had to hold another auction to dispose of all he had 
bought and considered that he was “earning more for the bank here 
than in Stockholm.” He was furthermore able to report that “the Korn- 
dal bonds I bought on ‘spec’ at 35 %” could be regarded as having been 
a success. It ought to be possible, in his opinion, to get between 50 and 
60 for them. 

Thus at the time of the sale Marcus Wallenberg had a ready-made 
plan for the reconstruction of the textile factory but had no such inten- 
tion for the paper works. The textile factory was taken over by a newly 
founded firm, Bomullsspinneri och Vaveri AB Balsholmen. The property 
purchased also included the sulphite factory, which had originally been 
built as a cotton spinning-mill. The company Gotafors AB was now 
founded and started cotton spinning again in the factory. Its share 
capital was 450,000 kronor, of which the bank took 215,000 kronor in 


4 AB Papyrus 1895—1920. T. Althin, Papyrus. 
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settlement of its claims. The greater part of the new capital appears to 
have been put up by the head of Manufaktur AB in Malmo, Per Bergh, 
who subscribed 100,000 kronor and by Lohman. Balsholmen was closed 
down as early as 1894 after a fire, while Gétafors kept going for a con- 
siderable time longer but without being able to pay any dividend.” 

It was in the textile industry that Marcus Wallenberg saw possibilities 
of saving the bank from incurring losses on the Korndal bankruptcy. In 
addition he took energetic action to realise that firm’s assets. As a result 
of his réle in connexion with the bankruptcy he had gained cheap 
possession of a batch of properties which brought him, inter alia, an 
abundant supply of water-power. This was something that could be used 
in the future. On the whole, few firms were founded during the latter 
part of the period 1886-1893. 


3. The years of industrial enterprise 


In the spate of company formation which was a feature of the years 
1888 and 1889 an active part was played by the men at the head of 
Stockholms Enskilda Bank. But the bank itself appears to have been 
committed in these ventures only to a very slight extent. It was a time 
when plenty of money was available, a fact which must have made it 
easier to get shareholders to pay cash for their shares in newly establish- 
ed firms. The financial requirements of the new companies were, more- 
over, at first fairly small and it is clear that they did not have any very 
appreciable effect on the capital market (p. 96). 

As with his first experience of founding a firm, K. A. Wallenberg’s 
initial venture during the industrial expansion of 1888-89 was con- 
nected with Hofors. It concerned a method, already frequently tried, of 
replacing iron production, using charcoal, by paper-pulp production. It 
may be mentioned as part of the background to this affair that in 1882, 
on the recommendation of his friend P. Malmberg, the head of the 
Bohus bank, K. A. Wallenberg had subscribed for 15,000 kronor 
worth of shares in a sulphite factory which was to be erected by V. Folin 
5 Out of Gotafors’s 90 shares at 5,000 kronor SEB took over 43. In 1904 the shares were 
transferred to Providentia, which in 1905 took over a further 35 shares, clearly Lohman’s. 
In 1910 there was a reconstruction in which SEB took shares to the value of 360,000 


kronor to meet outstanding claims. All shares seem to have been disposed of in 1916 
to AB Sveriges Férenade Trikafabriker. 
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at Billerud. He had been fortunate in this as it was the first of all the 
pulp factories founded since the 1870s which immediately showed a 
profit. Only once did he have to lend a hand by arranging a loan.® 
Consequently, when he was approached in 1887 by an engineer called 
G. R. Weijdling who wanted to persuade him to subscribe for shares in 
a projected pulp factory in Varmland, he was from the start favourably 
disposed. But since he was already “interested in a similar concern in 
Varmland,” as he wrote to LilliehOdk at Hofors, “I consider that I could 
only interest myself in an establishment of this sort in Gastrikland, nota 
bene, on Hofors’s property”. He had therefore induced the promoter of 
the scheme to change his plans. It was calculated that the capital needed 
would be no more than 50,000-60,000 kronor. As Weijdling was not 
able to raise all the money required to cover the whole subscription, 
K. A. Wallenberg, keen to acquire a majority holding, undertook to sup- 
ply the difference and the work of organisation was begun. 

In December 1887, however, the affair took a new turn. K. A. Wal- 
lenberg persuaded Folin to go to Hammarby “to look at the site in the 
hope that he will take charge of the pulp factory, which would then be 
an excellent proposition since he has established the best factory in this 
line, namely that at Billerud.” The matter was “so important,” wrote 
Knut, “that I am dropping everything here and going with him.” As a 
result of this visit work on the project was stopped. It would be 
“qmmeasurably better to base a venture on a tested and proven method 
than on one where you would have to proceed by trial and error.” 
Knut did not like to let Weijdling down, “but here again one person 
must be sacrificed for the sake of the many” and Weijdling would have 
to be given financial compensation. Towards the end Knut evidently 
played his cards in such a way as to induce Billerud to make available 
its own patents. The result was that Billerud subscribed so many shares 
that Hofors and Wallenberg did not acquire a majority interest in the 
new company. The balance of power thus came to depend on Folin. In 
this way Storviks Sulfitaktiebolag came to be founded with its first 
board of directors consisting of Malmberg, Lilliehodk and Folin, the 
last-named being managing director. Thus, despite the part he played 
as promoter of the enterprise and as a shareholder, K. A. Wallenberg 


6 EB. Boseus, Nar jarnet och cellulosan méttes. T. Gardlund, Industrialismens samhalle, 
pp. 112 ff. KAW to P. Malmberg, 25/8 1882. KAW to V. Folin, 9/10 1883. 
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did not become a member of the board. During the second half of 1888 
Storviks Sulfit began to discount with SEB bills drawn to provide work- 
ing capital—the total of which soon rose to about 400,000 kronor and 
reached its highest level at 926,000 kronor in 1895. From 1896 on- 
wards, however, such borrowing was only a seasonal phenomenon. This 
company did not create any serious problems for the bank, though it 
required a large amount of funds when the period of easy money was 
followed by one in which capital was scarce. 

The next venture was completely different in character. In March 
1888 Knut and Gustaf Wallenberg agreed to finance the production of 
a newly invented type of gunpowder. Among other things, the inventor 
was to be given a room on the bank’s premises where he could carry on 
his work. Plans were made for the sale of the patent in various coun- 
tries, experiments and demonstrations were arranged and AB Grakrut 
was founded in 1888. Gustaf was the person most concerned with this 
affair, which reflects an interest in inventions still in the experimental 
stage. In June 1888 K. A. Wallenberg collaborated with D. J. Ekenberg 
& Soner, Sddertiélje, in founding Svenska Jutevaveri AB. It is not cer- 
tain whether he subscribed himself or merely arranged subscriptions. 
The establishment of this firm brought a client for the bank’s Sddertialje 
branch. From the end of 1888 onwards Gustaf concentrated on ex- 
ploiting an invention for a separator. This entailed the formation of a 
company, AB Extraktor, in which Marcus is also known to have bought 
shares. In Knut’s opinion Gustaf devoted far too much time in trying to 
sell the patent in various countries which also led him to visit America. 
This undertaking seems to have been almost entirely Gustaf’s own affair 
and hardly appears at all in the bank records. 

Close co-operation between Knut and Gustaf, on the other hand, was 
a feature of the most important of the projects started in 1888. This was 
the establishment on the coast near Stockholm of a seaside resort which 
was to be linked with the capital by railway. In May 1889 Knut wrote 
and told Marcus that he had visited the proposed site (today’s Saltsjo- 
baden) with the Minister of the Interior, the Governor of Stockholm and 
the provincial governor “and the said gentlemen, who had to scramble 
up and down the hills for three hours, were greatly charmed by the 
country, the salt water and the sea air. If this project can be carried 
out—and I do not see why it should not—we shall be rendering Stock- 
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holm a great service. We shall also have the opportunity of rendering it 
another, since we shall at the same time acquire all the land around 
Staket or Moranedet needed to make a new canal. As you know this 
was one of the tasks that father bequeathed to me. But nobody must 
have any inkling now of this ulterior purpose.” It was thus clear from 
the outset that they were embarking on a far-reaching project whose 
object was not merely the establishment of a seaside resort but also the 
provision of a new sea approach to Stockholm. 

On 4 July 1889 K. A. Wallenberg bought the most important pieces 
of land for 250,000 kronor but the purchase contract was not to take 
effect until the government had given permission for the building of 
the railway essential for the development of the region. In April 1890, 
however, the railway application was refused and the plans had to be 
revised. It appears to have been K. A. Wallenberg himself who then 
made the proposal, bold for this time, that the problems should be 
solved by building a tunnel 700 metres long. “It will probably be dearer 
to build,” he wrote, “but it will avoid the need for expropriations, 
crossings, enclosures, snow-shovelling ——-.” Permission to build was 
received in September, but it was May 1891 before the subscription of 
shares in Jarnvagsaktiebolaget Stockholm—Saltsjén (or Saltsj6banan) 
could begin.’ The execution of the project was thus delayed until a time 
when, as it turned out, funds were harder to raise. 

K. A. Wallenberg also interested himself in 1889, to a smaller extent, 
in an English company for the production of horseshoe-nails. This was 
probably in connexion with Hofors Hastsko AB, the idea being to make 
nails also in Sweden. Through P. Malmberg he acquired an interest in 
a feldspar company in Uddevalla. He also managed somehow to commit 
himself to promoting an invention of a cryptographic machine. 

In November 1889 the tightening of money-market conditions which 
as early as August had been reflected abroad in sharp increases in 
discount rates, began to make itself felt also in Sweden. Gustaf Wal- 
lenberg reported to Knut, who was in Paris, that the bank’s cash supplies 
were under heavy strain. He was expecting a rise in the discount rate, 
but felt that the demand would nevertheless continue, and that Knut 
ought therefore “to arrange for a sizable credit. Anybody who can pro- 


7 Mostly based on a historical survey of Saltsjébaden by Aug. Nachmanson in the 
archives of Jarnvags AB Stockholm—Saltsjon. 
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vide funds now will make a good profit! Once industrial demand starts 
to be forthcoming, it is not easily stopped.” This statement is indicative 
of the belief in a rapid advance of industry which had been reflected in 
the formation of new industrial concerns in the two preceding years and 
of the feeling that it would therefore not be sufficient in the long run to 
rely on the financial resources of Sweden alone. Whether Knut followed 
his advice is not known. In December, however, he approached the 
Riksbank with a request to be allowed to borrow up to 1,000,000 kro- 
nor at eight days’ notice against Swedish government bonds. What came 
of this has not been discovered. The method suggested—that of bor- 
rowing from the Riksbank against the security of bonds—was not new. 
A. O. Wallenberg had wanted it to be introduced as a facility to which 
the banks would be entitled.* The object would seem to have been merely 
to tide over temporary cash difficulties. 

No serious cyclical strains had as yet developed. The discount rate 
had been raised, it is true, by half a unit on 21 November 1889, but the 
optimistic founding of new companies continued during the first half of 
1890. In March Knut reported to Marcus Wallenberg: “So that we can 
get some decent beer we have thrown up a brewing company here; Mr. 
Davidson] and Sk[andinaviska Kredit] AB gladly placed themselves at 
my disposal in this matter and it all went as smoothly as a dance.—Now 
we are to help the new Postmaster General to establish the Trelleborg— 
Sassnitz route and the government to deal with the so-called Alfot 
problem at the other end of the peninsula.” 


Knut was referring to the newly founded AB Stora Bryggeriet and 
the negotiations he was conducting on behalf of the government regard- 
ing the purchase of the Gallivare—Lulea railway. His optimism had 
also been further encouraged by the fact that he had just succeeded in 
concluding the agreement for the Swedish government loan, as a result 
of which he felt that he had considerably enhanced the bank’s reputa- 
tion (p. 114). But now the harder times were approaching when the plans 
for the new firms would have to be realised. One of the fields, however, 
in which K. A. Wallenberg was extremely active at this time still remains 


to be dealt with—that is the exploitation of the Norrbotten iron-ore 
deposits. 


8 S. Brisman, Sveriges Riksbank, 1V:3, pp. 217 ff. 
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SEB’s activities in connexion with the exploitation of the Norrbotten 
iron-ore deposits have come to be represented in the literature as con- 
sisting mainly of two isolated achievements of great importance, the 
arrangements made around 1890 by K. A. Wallenberg for the purchase 
by the state of the Gallivare—Lulea railway, and the action at the turn 
of the century of K. A. and Marcus Wallenberg in securing a foreign 
credit which prevented the sale of the ore companies to a foreign buyer. 
Frolander’s brief comment that around 1890 K. A. Wallenberg suc- 
ceeded in conciliating the many contending owners of ore deposits in 
such a way that it became possible for them to be grouped into two 
companies, AB Gallivare Malmfalt and Luossavaara-Kiirunavaara AB, 
seems not to have received any attention in later writings.° 

Attempts to use the rich iron-ore deposits in Norrbotten did not at 
all await the solution of the metallurgical problem of producing malle- 
able iron from an ore rich in phosphorus. The main obstacles for a long 
time were political in nature and were connected with the difficult 
question of transport. The transport problem called for large capital 
investment. The iron industry of Central Sweden was afraid of com- 
petition from iron manufactured abroad from Swedish ore. It could 
hardly be expected therefore that finance for iron-ore exports would be 
forthcoming from persons with an interest in the Swedish iron industry; 
it might on the other hand be obtainable from foreign iron producers. 
English capital had been invested in the 1870s in Grangesberg (the 
exporting ore-field in Central Sweden) where the ore was rich in phos- 
phorus. Its value was considerably increased around 1880 as a result of 
the Thomas process. Not until 1887, however, did the export of iron-ore 
—mainly to Germany—teally begin. 

The attempts made in the 1860s to exploit the Gallivare deposits had 
been mainly backed by English capital. They ended in failure, but the 
proprietorship of the mining-claims remained in English hands, held by 
The New Gellivaare Co. Ltd. Major Robert Schough, an engineer in 
Vag- och Vattenbyggnadskaren (The Roads and Waterways Corps) 


® T. Frélander, op.cit., p. 84 I. Sundbom, Sveriges kapitalimport fran Frankrike, 
pp. 233 ff. E. Waldenstrém in Malm, 1953, No. 3. B. Boéthius on G. E. Broms, H. Lager- 
gren on C. O. Bergman in Svenskt Biografiskt Lexikon (SBL). E. Fleetwood on KAW, and 
H. Wichman on R. Schough in Svenska Man och Kvinnor. 
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was sent to Norrbotten to help with the exploratory survey. Schough was 
the first man to consider seriously the exploitation of the Luossavaara 
and Kiirunavaara ore deposits. He worked out plans for a railway from 
the Gulf of Bothnia to a Norwegian port. He tried to raise the necessary 
funds in England and secured the collaboration of the railway-building 
firm of Wilkinson & Jarvis. Schough failed to obtain a concession to 
build the railway himself, but a consortium headed by Dr. Alrik Ljung- 
gren, which had occasionally co-operated with Schough, succeeded and 
the concession was transferred to Wilkinson & Jarvis. Serious difficulties 
arose in financing the building of the railway, said to have been due in 
part to adverse comment in the Swedish press. Most of the funds appear 
to have been raised by means of a bond loan issued in Holland though 
only at a price of 70. The construction of the line was delayed, with the 
result that there was a danger of losing the concession. By 1888 only 
the stretch from Lulea to Gillivare had reached a stage of completion 
which enabled a certain amount of ore to be transported, but its con- 
struction did not comply with the minimum standard set by the authori- 
ties and in 1889 the railway company in England was placed in the 
hands of the official receiver. At the same time a dispute was in progress 
concerning the ownership of the ore deposits. In order to retain the right 
to a mining claim the company had to blast a certain amount of rock 
every year. As there was no transport, this so-called ‘qualifying work’ 
involved heavy expenditure and yielded no return. In consequence the 
English Gellivaare company failed to fulfil the stipulation and Colonel 
C. O. Bergman who had a business in Norrbotten claimed mining rights. 
The situation ended in a lawsuit. Legal proceedings were also instituted 
over the mining claims in Luossavaara-Kiirunavaara, which were origi- 
nally held jointly by Schough, Ljunggren and Colonel W. Rehausen. 
Ljunggren sold half his share to Wilkinson & Jarvis. This dispute arose 
between him on the one hand and Schough and Rehausen on the other.!° 

Thus in the spring of 1888, when the first wagons loaded with ore 
travelled down the line to Lulea, the parties interested in exporting the 


© G. Ekerot, Trafik AB Grangesberg—Oxelésund, EB. Blix, Engelskmennene og Ofot— 
Lulea banen. W. Spear, Ofotbanen. T. Gardlund, Industrialismens samhille, Pps) 7 Voth. 
H. Wichman on R. Schrough in Svenska Mén och Kvinnor. A. Lilienberg, Statens stdll- 


ning till jarnvdgarna, pp. 154 ff. H. Lagergren on C. O. Bergman in SBL. S. Eriksson, 
Carl XV, pp. 293 ff. 
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ore were in conflict with one another. At the same time large amounts 
of capital were still needed and the railway company was unable to fulfil 
the conditions governing the concession. This gave the parties interested 
in the mining and iron industries of Central Sweden an opportunity to 
intervene. From a political point of view they could rely for support on 
the upsurge of protectionism which had occurred the previous year and 
which had been accentuated by the result of the 1888 elections to the 
First Chamber. 


A. O. Wallenberg in the 1860s had personally supported the attempts 
to exploit Gallivare and had involved SEB in providing financial backing 
(p. 21). But when the question arose again in 1888 both the bank and 
the Wallenberg family had become deeply involved in the iron industry 
of Central Sweden. The immediate reaction of a man whose anxiety 
about Hofors has been made clear in another context is revealed by a 
few words in a letter dated 4 November from Marcus Wallenberg to 
Knut: “Keep an eye on Lulea-Ofoten—for it’ could kill our iron in- 
dustry.” 

A few days later one of the leading representatives of the iron in- 
dustry in Central Sweden expressed his misgivings to K. A. Wallenberg. 
The man in question was the brukspatron Christian Lundeberg, a lead- 
ing right-wing member of the First Chamber, whose company, Fors- 
backa, had long been one of the bank’s clients. Something had to be 
done, he said: “An export duty on iron-ore has been asked for but it will 
take time before this question is decided.” The state should acquire “the 
railway and the mines and then settle down to make up its mind what is 
to be done. The holders of the railway concession will certainly make a 
false move one of these days and then the government should intervene. 
Gellivaare Bruksbolag are also thinking of selling, and it should not be 
impossible to come to some agreement with them, too. You know that 
there is talk in Stockholm just now of the formation of a private company 
(of capitalists) to buy up the mines. If this happens it will probably result 
in opposition to the export duty since the Company will have an interest 
in ore-exporting, and it will also make things bad for our present iron- 
works. Please give serious thought to these matters and about what is to 
be done.” Lundeberg obviously considered that Wallenberg shared his 
views. His plan was a natural one for a person with political influence. 
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The state should intervene before the private interests concerned with the 
Norrbotten ore had had time to get organised. 

K. A. Wallenberg made an evasive reply. Stating that exports of pig- 
iron had already reduced the demand for higher-quality Swedish iron he 
made light of the threat from the Gillivare ore. The position was worse, 
he said, so far as Kiruna ore was concerned since this would be distinctly 
cheaper to transport. By then he had already been in touch with one of 
the parties interested in Kiruna, namely Schough. 

In 1889, when the financial difficulties of the Gallivare railway had 
become generally known, the Swedish press began to publish violent 
attacks on the company. Svenska Dagbladet spoke of a national scandal; 
Nya Dagligt Allehanda asserted that no extension of concessions should 
be allowed, recommending at the same time that the government should 
not act hastily but should have consideration for the creditors and wait 
for the company to offer the state the option of buying the railway. This 
was also the attitude taken by K. A. Wallenberg. On a journey in 
November 1889 he established contact with the Dutch bondholders. This 
he did in consultation with the parties interested in Kiruna since, as he 
put it to Schough, they must “patch things up in order to deal with the 
railway, before it is too late.” 

The relationship between Wallenberg and Schough arose from the 
fact that Schough was managing director of the Gavle-Dala railway, 
with which the Wallenberg family had close connexions. In the summer 
of 1888 Schough suggested to Wallenberg that he should take over the 
exploitation of his (Schough’s) mining claims. Wallenberg took a long 
time to make up his mind and when a motion was submitted to the Riks- 
dag in January 1889 proposing the imposition of a heavy export duty on 
iron-ore he stated that the strong support the motion received in the Riks- 
dag was an obstacle to the sale of the ore-deposits to the state. He would 
nevertheless try to test the pulse of the government. An export duty 
would obviously make any purchase by the state quite pointless. Wallen- 
berg’s aim was wholly different from Lundeberg’s. He advanced to 
Schough the funds required for the ‘qualifying work’ and, as by June 1889 
the theatre question (p. 108) was no longer taking up so much of his 
time, declared that he intended seriously to tackle the problem of the ore- 
deposits. In October he bought half of Schough’s mining claims from 
him for the sum of 230,000 kronor, payment of which was to be spread 
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over a number of years. This meant that K. A. Wallenberg had himself 
become financially involved in the matter and that Schough had secured 
financial resources and an ally who was well placed to watch over his 
interests. 

K. A. Wallenberg promptly entered into negotiations with the Ljung- 
gren group, represented since the death of A. Ljunggren by the lawyer 
C. Ljunggren. He suggested by way of settlement that the parties should 
receive one-quarter each and go to law about the remainder. The matter 
was cleared up on 2 January 1890, after Wallenberg had undertaken 
to buy at par from Ljunggren’s estate 25,000 kronor nominal of shares 
in the company which the two parties were to found by contributing 
their mining shares. To buy these shares at par under the conditions then 
prevailing was an expensive business. K. A. Wallenberg justified the 
purchase by pointing out that it would immediately give him and 
Schough a majority interest in the new company. Agreement had thus 
been reached and it was now possible to deal with the railway question. 
Wallenberg wrote to Schough on 2 January 1890 that for this purpose 
he proposed to see the Minister of the Interior as soon as possible and 
hoped “that this silk-worm will soon emerge from its chrysalis as a 
butterfly.” 

Before taking any action about the railway, however, he also tried to 
arrange a settlement of the dispute between the English Gellivaare com- 
pany, in which the Ljunggren syndicate had financial interests, and Berg- 
man who was backed by the firm of Bergman, Hummel & Co. As with 
the other mines, he proposed that a new company should be formed by 
pooling existing holdings and that the distribution of shares representing 
disputed claims should correspond with the court decision. Through such 
an arrangement, wrote K. A. Wallenberg in a memorandum of January 
1890, “all competition between the different mine-owners in GAllivare 
will be eliminated and the exploitation of the ore resources can begin at 
once and be proceeded with, regardless of the litigation, to the advantage 
of all the parties concerned.” K. A. Wallenberg was striving to bring 
about precisely what Lundeberg did not want, i.e. the acquisition of con- 
trol over the ore-deposits by a strong group of private investors. 

A number of disputes still had to be settled—probably connected with 
the interests of the Ljunggren group in Gallivare—before an application 
for a charter for Luossavaara-Kiirunavaara Aktiebolag could be sub- 
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mitted to the government. The application was not in fact dealt with un- 
til after Wallenberg had taken up the matter with the Minister of the 
Interior, V. L. Groll. When all was in order he told Schough that the 
first statutory shareholders’ meeting could perfectly well take place in his 
absence and that he would prefer to be excused from membership of the 
board, “for I could still be of some use even so.” Consequently, when 
LKAB’s statutory shareholders’ meeting was held on 18 December 1890, 
K. A. Wallenberg’s name only appeared as one of the signatories of the 
application for the ratification of the company’s articles of association. 
Schough provided half the share capital of 3,000,000 kronor and Ljung- 
gren’s heirs one-quarter, the remainder consisting of smaller amounts. 
The board consisted of Schough, Ljunggren and Carl Cervin. It is clear 
that K. A. Wallenberg did not wish to appear in this affair, despite the 
decisive réle he played. : 

As in many other of his undertakings at this time, he worked together 
with Ernest Thiel, who appears to have been responsible as a rule for 
their dealings with the Bergman group. The latter decided on 4 October 
1890 to found AB Gillivare Malmfalt. As Thiel was abroad, Wallen- 
berg once more had to negotiate with them in the hope of reaching an 
amicable settlement—again, it is clear, without success. Thiel, inciden- 
tally, did not want this affair to develop into a long-term commitment but 
wished to dispose of the shares quickly. But to make such a transaction 
yield a profit it was necessary for the transport problem to be brought 
nearer to solution. 

K. A. Wallenberg had been in Amsterdam in March 1890 at the re- 
quest of the Minister of the Interior. He was accompanied by Thiel and 
his brother Gustaf. In Amsterdam he had succeeded in bringing together 
representatives of various parties with an interest in the railway, includ- 
ing Wilkinson & Jarvis, suppliers of equipment to the railway and the 
Dutch bondholders. The result was that a bondholders’ committee was 
entrusted with the task of representing all the parties who had invested 
in the railway. It was to offer the Swedish state an option on the railway 
at a price of 7,000,000 kronor. On 12 May the government secured the 
approval of the Riksdag to the conclusion of the deal on these terms. 
The offer made by the government appears to have satisfied the bond- 
holders but not the railway company. Their decision was long delayed 
and the government’s attitude hardened in the meantime. According to 
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K. A. Wallenberg the purpose of its additional demands was to sabotage 
the agreement. There would then remain, he wrote to Thiel, “only bank- 
tuptcy, and for Thiel, Wallenberg & Co. at least that does not spell 
success!” They should make every effort to get the Dutch to accept the 
agreement, but they could also join forces with them and reconstruct the 
company, for “that will make somebody determined to do something” 
and then the government would act. This did not prove necessary, as the 
state did in fact buy the railway. Had the government not done so, K. A. 
Wallenberg had obviously intended to exert pressure by starting the 
enterprise on a private basis. But that was to be a last resort—for he had 
learnt in the course of his banking life how difficult and costly a business 
the financing of private railway-building enterprises could be. 

The purchase of the railway by the state solved Gillivare’s transport 
problem. But the legal dispute was still unsettled. The English Gellivaare 
company appealed against the judgment of the district court, but it also 
entrusted K. A. Wallenberg with the task of selling its mining rights. In 
November 1891 Marcus Wallenberg reported that G. E. Broms, the 
managing director of Gallivare Malmfalt, appeared anxious to drop the 
litigation which was making it harder to finance the company. Conse- 
quently Gallivare Malmfalt brought the legal dispute to an end at a 
cost of £25,000. Part of the necessary funds were obtained by a 
390,000 kronor loan from SEB; the bank thus became directly involved 
with the ore-company for the first time. But when Broms applied for 
working capital, K. A. Wallenberg demurred, and was also unwilling 
to arrange a bond loan. It was not possible, he said, to place such a 
loan abroad against the security that was available and the size of the 
loan precluded its being placed in Sweden. It would, on the other hand, 
be possible to place a smaller loan at home at an attractive interest rate 
—he mentioned 9 %—through the intermediary of a merchant bank. 
But SEB would not have anything to do with it. 

It was Thiel who arranged matters. In May the Diskontoforening con- 
cluded an arrangement with Gallivare Malmfalt for a 1,500,000 kronor 
loan, to be paid off by instalments. But the placing of the loan proved 
a slow business. The periodical Manadsrevyn, which at that time gener- 
ally was hostile to K. A. Wallenberg, said that this was due to resist- 
ance on the part of ironworks proprietors in Central Sweden and of the 
Bergslag railway—part of the struggle between “the astute and wary 
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‘Scandinavians’ [Skandinaviska Kredit AB] and the no less astute but 
excessively audacious Mr. Knut Wallenberg.” The periodical spoke 
warmly in favour of the loan, gained the support of other journals, and 
felt justifed in concluding, after the loan had been placed: “Yet another 
proof of the influence and power of the press!” If SEB’s books are con- 
sulted quite a different picture appears. On 27 August 1892 the bank 
took over a nominal 100,000 kronor at 95 and on 30 September, 
590,000 kronor at 98. Payment in the latter instance was made, how- 
ever, in the form of a nominal 590,000 kronor of 31/2 % bonds of Lund 
—Trelleborg’s railway at 100. The bank thus exchanged 37/2 % railway 
bonds for 6 % bonds of an ore company, making a small profit on the 
deal. At the same time, Gillivare Malmfalt repaid 140,000 kronor of 
its loan from SEB in January 1892 as well as a newly granted credit of 
150,000 kronor. The bank parted with no cash, and at the same time 
obtained repayment of a large proportion of the funds it had advanced. 
In the same month the company also undertook to give the bank first 
refusal of its external bills of exchange."? 

The Gallivare company’s first bond issue had hardly been a success on 
the market. As to why SEB came to the rescue, we can only surmise that 
it may have been because of the danger that failure here would have 
prejudiced the bank’s own plans for LKAB. The peculiar form taken 
by the transaction must have been due to the fact that a railway loan 
was easier to place on the capital market. On the last day of the year 
the company completed the repayment of its 390,000 kronor loan to 
the bank. It had thus consolidated its position and was less dependent 
on the bank than hitherto. This undoubtedly had unforeseen conse- 
quences for K. A. Wallenberg’s plans for LKAB. 


As soon as it appeared certain that the state would purchase the Lulea 
—Gillivare railway K. A. Wallenberg had begun to prepare an applica- 
tion for a concession to build a railway from Kiruna to Ofoten. But 
public opinion was not yet by any means won over in favour of the 
Norrbotten iron-ore enterprise. Svenska Dagbladet, it is true, was agitat- 
ing for the purchase of the mines by the state, but Dagens Nyheter and 
Goteborgs Handelstidning pointed out in the autumn of 1891 how 


11 The Lund-Trelleborg bonds were sold in Jan. 1892 at 91 and in Oct. at 100. 
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difficult it had been to establish Gillivare Malmfalt and expressed 
doubts regarding the possibilities of selling the Norrbotten ore on the 
world market. It would not be at all a good business proposition for the 
state to buy up Gillivare. K. A. Wallenberg wrote to Schough in January 
1892 stating that he felt that the government would hardly dare to pro- 
pose to the Riksdag the purchase of the Kiruna mines. “But we shall 
have to see what it does when we apply for a concession for a railway or, 
if this cannot be granted, propose that the state shall buy the mines. We 
should be successful one way or the other.” 

An application for a concession was submitted by Schough and Ljung- 
gren. Despite his slender hopes of success Wallenberg made representa- 
tions to the government and even got Oscar II to promise to do his best, 
though the latter added: “but remember that I am a constitutional mon- 
arch.” But the affair made little headway. In January 1893 Wallenberg 
stated that there was little prospect that the concession would be granted. 
Neither the concession application nor the idea of a purchase by the state 
appeared likely to succeed. 

In this situation K. A. Wallenberg seized the first opportunity to ex- 
tricate himself from the affair. The previous year G. E. Broms had ac- 
quired a majority interest in Gallivare Malmfalt. He now wanted to 
obtain control of LKAB in the same way. In January 1893 Wallen- 
berg and Schough were each offered the opportunity of selling 600,000 
kronor of LKAB shares at 70. When Schough asked his advice Wallen- 
berg said that “considering the government’s present views regarding a 
concession for Ofoten and the latter’s adverse effect on Gallivare I do 
not see that we have any chance now of succeeding. I said to you a long 
time ago that the sensible thing would be to combine Gillivare and Luos- 
savaara-Kiirunavaara. Broms now wants to buy a majority in L-K so that 
at the first favourable opportunity he can seize L-K and then let G. lag 
behind. He realises that L-K’s success would spell death for G. and is 
now therefore naturally fighting the Ofoten railway tooth and nail. As 
far as the financial side of the proposed deal is concerned, I would rather 
have a bird in the hand, etc.; as for the political side, I shall go on cam- 
paigning for the railway.” But before reaching a final decision he 
would have another talk with the Minister of the Interior. Faced with 
the prospect of a clash K. A. Wallenberg withdrew from the field with 
what profit he could secure. In view of the political situation it looked as 
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if this would mean that the main objective would be more easily achieved 
in the future. 

Wallenberg and Schough received only 27,300 kronor each in cash, 
the rest being paid in non-interest-bearing promissory notes maturing in 
1896-1902. Gillivare Malmfalt bought altogether a nominal value 
of 1,800,000 kronor of LKAB shares. The reason given for this at the 
Gillivare shareholders’ meeting was the threat of competition which 
would result from the building of a railway from Kiirunavaara to Ofoten. 
To avoid this Gillivare Malmfalt had thus assumed heavy debts with- 
out as yet receiving any income from the property acquired with the 
borrowed funds. In 1896, when the redemption of the debts was to begin, 
it would become a matter of the greatest importance for the company to 
make its new acquisition a paying concern by also exploiting Luossa- 
vaara-Kiirunavaara. 

Despite his failure in the final stage K. A. Wallenberg had achieved a 
great deal through his efforts for the development of the Norrbotten iron- 
ore deposits. Giallivare Malmfalt had been established and the con- 
flicting interests had been reconciled, to the lasting benefit of the future 
development of the region. He had committed his bank only to a small 
extent and only in the last stages. This was understandable in view of his 
experience with the industrial and railway loans of the 1870s. It was 
clearly his intention to ensure the provision of the large amounts of capi- 
tal which would be needed by making the state take over both the railway 
and the ore-fields. To arrange the placing of a government loan for the 
purchase of the railway, on the other hand, was a task which lay within 
the bank’s province. 


5. First contacts with the French capital market 


In the latter half of the 1880s Sweden’s foreign loans had been absorbed 
by the German market. This had been normal also in the past. At the end 
of 1913, on the other hand, according to Sundbom’s calculations, 
67.7 % of Sweden’s funded external debt was in French hands. Sundbom 
notes that borrowing from France began in 1878, but does not give any 
details of the timing, cause and method.’2 SEB had been a member 


12 J. Sundbom, ‘Sveriges kapitalimport fran Frankrike’. 
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of the consortium which arranged the 1890 loan, but only part of this 
had been placed by the end of the year (p. 114). When the preliminary 
arrangements had been completed in February 1891 for the purchase of 
the Lulea—Gillivare railway, the National Debt Commissioners decided 
to ask Behrens & Sdhne whether, and on what terms, they would be pre- 
pared to provide the necessary funds, suggesting that they should take 
over government bonds of the 1886 issue. Thus, despite K. A. Wallen- 
berg’s efforts in connexion with the previous year’s loan and the purchase 
of the railway, the authorities did not in the first place turn to him. 

The same day, however, Wallenberg took action of his own accord. 
He wrote to Gliickstadt that he intended to suggest to the National Debt 
Commissioners that they should raise the necessary amount of sterling— 
the equivalent of 6,500,000 kronor—by selling bonds of the 1886 loan 
at 95. For the transfer he counted on Gliickstadt’s plentiful supply of 
sterling. As bond prices were rising he was going to try to obtain a quick 
decision. The next day he heard by chance that Skandinaviska Kredit 
AB, which had the backing of Hambros in London, had offered its ser- 
vices. Davidson was ready to collaborate with Wallenberg, however, 
providing his group could have a quarter of the loan. Wallenberg left 
that for Gliickstadt to decide and reported various proposals that he had 
received from the principal members of the National Debt Office. 
The tentative enquiries made by Gliickstadt among his business connex- 
ions in Germany elicited a negative reply, on the grounds, inter alia, 
that they already held substantial amounts of bonds of the Swedish loan 
of 1890. Behrens recommended the National Debt Commissioners to 
negotiate with Wallenberg. This, said Gliickstadt, would open their eyes 
to the fact that foreign investors were not particularly interested in this 
affair unless there was a fairly respectable profit to be made. Nobody 
seemed interested in taking over a loan. As a hitch had developed to 
delay the definitive conclusion of the railway deal, however, the National 
Debt Office was not yet in any hurry. 

Wallenberg had carried out the soundings for the loan by himself, 
without the assistance of Thiel, and had also reached a preliminary agree- 
ment for collaboration between SEB and Skandinaviska Kredit AB. 
The explanation of this independent attitude must be sought in the deli- 
cate negotiations he was conducting at this time with Mannheimer con- 
cerning the Bergslag railway bonds, in which matter Thiel was taking a 


149 


1886—1893 


different line from Wallenberg (p. 119). Mannheimer was brought in on 
the government loan, which had hitherto been dealt with by Davidson 
and, according to Wallenberg, he was to call on Gliickstadt about it in 
the course of a visit to Copenhagen. When Mannheimer failed to do this 
and Gliickstadt, who chanced to meet him, discovered that on the con- 
trary he had been to see his competitor, the Privatbank, and that the latter 
was to have a part in the loan, he took resolute action. He absolutely 
insisted that he should handle the currency transfer to London. Further- 
more he made it understood that Thiel was annoyed at not having been 
included in the deal. Thiel’s co-operation, he said, was desirable for the 
maintenance of good relations with the National Debt Office. Gliick- 
stadt obviously suspected that he was going to be cheated of the foreign 
exchange deal and that Wallenberg was in some way in league with Tietgen 
of the Privatbank. He trusted Thiel, his original contact in Sweden, more 
than he did Wallenberg. The latter thus learnt a lesson in the difficulty 
of maintaining good relations in many different quarters all at once. 

K. A. Wallenberg was anxious to retain Gliickstadt’s confidence. With 
regard to Skandinaviska Kredit AB, he deplored Mannheimer’s conduct 
but admitted that it would have been better “if we had not burdened 
ourselves with them.” In referring to Thiel he adopted his bantering tone. 
They were personal friends, he wrote in a letter in March 1891 “and as I 
haven’t too many friends like him I shall be wise to avoid treading on his 
toes. But he suffers, poor fellow, from a very highly developed ambition; 
he would always prefer to sit on the box and drive and leave me to sit 
inside the coach and do nothing. It’s not my fault if the Commissioners 
suddenly called for me over this matter, and I have always kept Thiel 
informed of everything that has happened in it and have likewise laid 
before him all the information I have had from you and also recom- 
mended the Commissioners to ask for his assistance. Besides he knows 
that I always share things out fairly with his bank. In one word, we never 
compete but have every reason to work together.” Thus, while making it 
clear that he was no longer dependent on Thiel he was anxious to avoid 
a breach by continuing to collaborate with him. 


During the negotiations of February 1891 K. A. Wallenberg emerged 
more prominently than Thiel as the representative of the consortium. This 
brought Wallenberg into closer direct contact with Sweden’s leading 
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politician for the next decade or so, E. G. Bostrém, who became Prime 
Minister later in 1891. In the spring of that year Bostrom was chair- 
man of the National Debt Commissioners and when the Commissioners 
were instructed, at the beginning of June, to raise funds forthwith, he 
turned to Wallenberg. The later said that personal discussions would be 
necessary and offered to go to Hamburg. On 4 June he was instructed to 
negotiate for the placing of a temporary 4 % loan, to be issued at par 
in bonds of high denominations, or for the sale of 1886 bonds at 93 or, 
if necessary, 92. The authorities had thus been obliged to modify their 
expectations. This was understandable in view of the sharp increases in 
discount rates which had occurred in London and Berlin a few weeks 
earlier and had made it harder to place loans there. 


In this situation K. A. Wallenberg had already taken steps, before he 
was instructed by the National Debt Commissioners, to sound the French 
market where no Swedish loans had been placed for eleven years. He 
enquired of the Crédit Lyonnais by telegram and by letter whether 
they would be willing to advance 12 million francs. By granting this loan 
the Crédit Lyonnais would have the opportunity of establishing good 
relations with the Swedish government. But the Crédit Lyonnais was 
only willing to agree to place the loan on a commission basis, an offer 
which Wallenberg stated was quite unacceptable. The credit-worthiness 
of the Swedish government was excellent, he said, and it made an abso- 
lute condition that the loan must be taken over firm. 

Wallenberg and Thiel then set off for Hamburg and there they in- 
vestigated the possibilities first in London and then in Berlin and Copen- 
hagen. On 11 June they had to report that they had not been able to 
obtain a firm offer anywhere. But the 1886 consortium was willing to 
grant a loan maturing at the end of January subject to the payment of 
interest at a variable rate—for the time being 5 %—and the granting 
of an option on a funded loan. The National Debt Commissioners said 
that they would prefer a firm agreement to one involving an option. By 
13 June, after intensive telegraphing and telephoning, the offer had been 
made somewhat more favourable to the borrowers and was to be kept 
open until the 15th. The intervening days were devoted to negotiations 
with Paris. The National Debt Commissioners left the enquiries in Paris 
entirely to Wallenberg’s discretion. In order to avoid revealing these 


151 


1886—1893 


negotiations to the Germans, Lettstrém acted as the link between Wal- 
lenberg and the National Debt Commissioners. 

It appears from a memorandum that the Crédit Lyonnais was afraid 
that K. A. Wallenberg would arrange the loan with one of its competi- 
tors in Paris. They therefore took steps to re-establish contact. In two 
letters to K. A. Wallenberg they expressed regret at their refusal, ex- 
plained their attitude and thanked him for giving them the opportunity 
of making an offer. The Crédit Lyonnais thus clearly indicated their 
willingness to negotiate. On 12 June Wallenberg got into touch by tele- 
graph with the managing director of the Crédit Lyonnais, Adrien Ma- 
zerat. The latter showed immediate interest, quickly obtained the agree- 
ment of his board and replied on the following day that he thought it 
would be possible to:make 10 million francs available on 1 July. The 
form of the transaction and its terms, however, ought to be discussed in 
Paris. Wallenberg agreed to go but pointed out in advance that he would 
have to start back home on 15 June. He said he would arrive in Paris on 
the evening of the 14th and asked Mazerat to call on him at his hotel. By 
the time K. A. Wallenberg travelled to Paris, however, he had already 
made sure of an offer from his old consortium and was anxious that 
they should not hear of his journey. 

It appears that Mazerat did not come to the hotel but instead sent a 
memorandum in which he stressed the advantage of opening up the 
French market to Swedish paper but also asked for a postponement of 
up to two days to enable him to form a consortium. On 15 June, when 
the time-limit for the German offer expired, the National Debt Com- 
missioners met twice in view of Wallenberg’s report that he had pros- 
pects of success in Paris. At 9 p.m. Lettstrém arrived with the news that 
the Crédit Lyonnais had managed to form a consortium which had 
agreed to take over the loan at 971/2. It was decided to decline Behrens’s 
offer. Wallenberg reported on his mission on the 18th. The negotiations 
had proved very difficult: among other things, Rothschild of Frankfurt 
had withdrawn from Behrens’s consortium. The Crédit Lyonnais wanted 
the final agreement to be concluded immediately. Thiel was authorised 
to sign on behalf of the Crédit Lyonnais and the Société Générale. 

On 23 June the loan contract was signed in Stockholm. The amount 
of the issue was 10,000,000 francs, in 4 % bonds of 500 francs each 
falling due for redemption on 1 July 1896. SEB’s participation in the 


PD2 


CONTACTS WITH FRENCH CAPITAL MARKET 


loan—to the extent of 2,500,000 francs of which 1,000,000 francs was 
taken over by the National Debt Office—did not mean that any bonds 
had to be placed in Sweden. Wallenberg informed the board of the 
bank that the sale of the bonds would in fact be completed before the 
amount of the loan had to be paid over. The sale was carried out by the 
Crédit Lyonnais on the basis of a commission of 0.56 %. By 25 June all 
the bonds were sold and the loan operation completed. Mazerat ex- 
pressed his satisfaction and set about arranging for the bonds to be 
officially listed on the Paris Stock Exchange as this was highly desirable 
from the point of view of future Swedish loans.!? 

The Crédit Lyonnais had given proof of its ability to place loans 
quickly and of its interest in further similar deals. For SEB and the Na- 
tional Debt Office the repetition of such a transaction offered an attrac- 
tive prospect. They were able to share in the profits, which for SEB 
were shown as 22,000 kronor in addition to certain interest payments. 

K. A. Wallenberg certainly had no wish to sever his connexion with 
his old consortium. He was at great pains to explain his course of action 
to Gliickstadt. He claimed that it was an advantage that Thiel and he 
“had maintained a foothold in the National Debt Office, so that alto- 
gether little harm has been done—especially as Behrens and the people 
in Berlin at least said that they would rather be left out of this deal.” A 
month later he suggested to Gliickstadt that he should join him in a loan 
to the city of Stockholm, and this led to an offer from the Landmands- 
bank. This offer, which was the only one received, was not accepted, 
however. No operation was carried out in collaboration with the Danish- 
German consortium either that year, 1892, or 1893. 

Nor was any further transaction effected with the Crédit Lyonnais. 
Nevertheless, the contact established with this bank in the field of bond 
operations was a lasting gain. K. A. Wallenberg had a much stronger 
position in this relationship than he had in Gliickstadt’s consortium and 
it provided him with an alternative possibility when discussing future 


13 The Crédit Lyonnais presented the loan to its clients in a printed circular dated 20 June 
1891. The information given therein included the following points. The issue-price was 
to be 500 francs. Earlier Swedish loans had mainly been placed in England and Ger- 
many. Only two issues had been made in France—in 1878 and 1880. The greater part of 
the Swedish national debt had been contracted in connexion with railway-building. The 
state finances were balanced and Sweden was one of the countries with the best prospects 
of not being involved in European conflicts. 
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loans. Moreover, the ability of the Crédit Lyonnais to complete an 
operation quickly meant that there was less risk of the bank’s funds being 
tied up in bonds for any length of time. 


6. The realisation of the new industrial projects 


The main burden of financing the industrial ventures of 1888—90 had 
to be borne in the years immediately following. The subscription of 
shares in Storviks Sulfit caused an increase in the bank’s lending to 
Hofors as early as 1888. Apart from this, the Storvik company’s 
demands on the bank’s resources were heaviest in 1891-93 when 
they totalled about 450,000 kronor. The development of the ore com- 
pany required the provision of funds by SEB from 1892 onwards; the 
amount involved, initially about 400,000 kronor, was later increased to 
about 700,000 kronor by the purchase of bonds. As the bank was 
simultaneously able to unload another of its commitments, however, the 
latter transaction was accompanied by an improvement in its liquidity. 
Svenska Juteviaveriet’s indebtedness to the bank already exceeded 
500,000 kronor in 1891 and reached its peak, over 700,000 kronor, at 
the end of 1892. Stora Bryggeriet and Saltsj6banan were in credit right 
up to 1892 but then both began to fall into debt. By the summer of 
1892 the former was already owing about 500,000 kronor and by the 
end of 1893 the amount had risen to over 1,000,000 kronor. From 1892 
onwards the combined total of SEB’s direct lending to the above enter- 
prises was in the region of 2,000,000 kronor. Money was undoubtedly 
also borrowed on a number of occasions against the security of shares 
and SEB’s leaders obtained additional funds for these firms from sources 
other than the bank itself. It is quite clear that the primary task in these 
years was to realise the plans initiated, not to embark on new ones. 

The most interesting of these projects, apart from the affairs of the 
ore company which have already been discussed, are Saltsj6banan and 
Stora Bryggeriet. Owing to difficulties in obtaining the concession and 
other delays, a start could not be made on the railway until July 1891. 
The cost was then estimated at 2,000,000 kronor, of which half was to 
be obtained by the sale of shares and half by a bond issue. This amount 
proved insufficient. The project was not confined to the construction of 
the railway, which was in itself a very expensive affair (an untranslat- 
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able nickname given to the tunnel near Slussen made the significant pun, 
“Wallenberg goes under”), but also included the building of a hotel, a 
restaurant and a large number of villas for sale or to let.’* It is obvious 
that the funds invested could not begin to yield any return until every- 
thing was ready: the railway, the hotel and the houses were mutually 
interdependent, constituting a perfect example of what Erik Dahmén has 
termed a “development block’. It is remarkable in the light of these 
circumstances that the amount of the bank’s lending to Saltsj6banan 
was as small as in fact it was and that the bank did not take over any 
bonds until 1893, when the railway began to operate in July. 

K. A. Wallenberg, with an original subscription of 350,000 kronor, 
was the largest shareholder in the company, followed by Thiel, with 
250,000 kronor. Gustaf Wallenberg was appointed managing director, 
but it is clear from numerous letters that Marcus also shared in the 
work—in connexion, for instance, with the sale of villas. It has not been 
possible to discover the full details of how the main shareholders raised 
the necessary money. It has been found, however, that on 25 May 1892 
Gustaf made out a promissory note for 900,000 kronor to the Diskon- 
tof6rening on the security of K. A. Wallenberg’s guarantee, together 
with a pledge of 900,000 kronor nominal shares in Saltsjobanan and 
300,000 kronor nominal of SEB shares. This promissory note in turn 
served as security for the guarantee provided by SEB in respect of 
the Diskontof6rening’s credits in Paris, Berlin and London. This suggests 
that the money was obtained by means of transactions with Thiel’s 
firm. But as early as the summer of 1892 Marcus Wallenberg attempted, 
on behalf of the syndicate of shareholders, to dispose of half the share 
capital, then amounting to 1,200,000 kronor, to outside subscribers. 
He did at least succeed in inducing a French lady to subscribe 37,000 
kronor. The company was clearly dependent on quickly winning the 
confidence of persons or institutions with capital to spare. 

In August 1892 the royal yacht “Drott’ put in to the harbour and King 
Oscar II laid the foundation stone of the hotel—a ceremony which of 
course had considerable publicity value. Great difficulty was experienc- 
ed, however, in the autumn when efforts were made to form a syndicate 
of banks to take over a 1,250,000 kronor issue of 5 % bonds. Only 
that group of banks most closely connected with SEB and Thiel, i.e. 


14 Based on Nachmanson, cf p. 137. 
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the Smaland and Harnésand banks and the Diskontofrening, agreed to 
take part. Repeated attempts to persuade the Sundsvall and Skane 
banks to take over small parts of the issue failed. In consequence only 
1,000,000 kronor was issued, in which SEB’s share was 250,000 kro- 
nor. This occurred just after New Year 1893; by the summer the amount 
lent by the bank had increased to about the same extent, but only tempo- 
rarily. The Bank Inspector stated that he had no criticism to make 
regarding SEB’s commitment in Saltsjsbanan. But this did not mean 
that the commitment was not a source of anxiety to the bank’s man- 
agement. 

In the spring of 1894 it was still far from having been consolidated. 
It should be borne in mind that the bank’s rediscounting with the Riks- 
bank was at this time over 2,000,000 kronor, the highest level reached 
in the 1890s (p. 116). K. A. Wallenberg approached C. H. Donner of 
Hamburg with a view to obtaining a credit. He furnished detailed in- 
formation about the railway and was in due course informed that, as he 
wrote in a letter to Marcus in May, “aus Freundschaft and in considera- 
tion of % % per 3 months, a promissory note from the railway, my 
guarantee and SEB shares at par”, they agreed to give an acceptance 
credit of 750,000 kronor for two years. This, at a commission of 2 % 
per annum, was dear money. But the bank was badly in need of funds, 
as is shown by a few words written just before this by Knut to Marcus, 
who was in England at the time: “If you happen to run across any 
Englishman who has more money than he knows what to do with, just 
harpoon him.” The situation improved appreciably a few months later, 
owing to the receipt of investable funds as a result of SEB’s first con- 
version of a government loan on the French market (p. 188). Marcus 
took advantage of this opportunity to reduce the burden of the bank’s 
lending to Saltsjsbanan. SEB arranged to take over the bonds held by 
the Harnésand and Smaland banks at a profit to them of 1 %. “Once 
they have seen that they can dispose of the bonds,” he wrote, “they will 
come again”—i.e. they would participate in the new and larger loan 
that was to take the place of the old one. The ruse succeeded, and the 
following year it also proved possible to place the bonds on the capital 
market. 

Thus the financing of the Saltsjsbaden project at times caused much 
anxiety, notably because it was almost entirely dependent on the capital 
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market. To allow the bank to saddle itself with large holdings of bonds 
would have been far too reminiscent of the railway investments of the 
1870’s—a warning example both to the Wallenberg brothers and to 
Bank Inspector Benckert (p. 162). 


As already mentioned, Stora Bryggeriet was a heavy borrower from 
the bank. This company had been founded by a number of bakers who 
proposed to sell the beer in their shops. A large modern brewery was 
erected in Stockholm and was completed in the summer of 1892. 
Emphasis was laid, in particular, on the attention paid to hygiene in the 
brewery. In 1889, however, Louis Frenckel had taken the initiative 
in establishing AB Stockholms Bryggerier, which bought up a number 
of other breweries and entered into collaboration with AB Miinchens 
Bryggeri, with the object of preventing competition. The appearance of 
Stora Bryggeriet on the scene made this impossible but led instead to 
much keener competition and price-cutting. Stora Bryggeriet was 
promptly attacked by SEB’s adversary, the periodical Mdnadsrevyn 
(p. 164). The criticisms concentrated precisely on the question of hygiene, 
especially on the fact that the water was obtained from the Ulvsunda 
lake. The writer admitted that the beer was pasteurised, but cast doubts, 
in insinuatingly worded articles, on the effectiveness of this process; he 
skilfully passed over what the brewery had to say in its own defence in 
advertisements and brochures.”° 

Not surprisingly, the brewery’s business was poor and the amount 
lent by SEB increased. The bank’s interests in this matter were looked 
after by Marcus Wallenberg who was chairman of the board of the 
brewery. He had some difficulty in smoothing over antagonisms between 
its members. He soon formed the opinion that the managing director 
was unsuitable and later succeeded in replacing him. There was no 
possibility of relieving SEB of the commitment, however, and as early 
as January 1894 the Bank Inspector commented unfavourably on the 
size of the credit and the unsatisfactory security. Here again, said Benc- 
kert, was an instance of “a concern which belongs to the bank and 
must therefore be supplied with funds regardless of what security can 


15 Bérstidningen 5 March 1890. Vdrt Land 17 June 1892. Mdnadsrevyn Aug.—Oct. 1894. 
MW Memoranda. S. E. Bring, Miinchens Bryggeri, pp. 66, 85. Idem, Bryggerier och 
bryggare i Stockholm, pp. 57 ff. 
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be offered.” The firm’s indebtedness to SEB continued to increase right 
up to the summer of 1905, by which time it had reached a total of nearly 
2,700,000 kronor and gave rise to further critical comments by the 
Bank Inspector. Marcus Wallenberg’s attitude in this matter is well 
illustrated by a few words which he wrote in 1899. The main thing, he 
said, was “to get out of an industry for which we do not seem to have any 
aptitude.” He did not succeed in doing this, however, until July 1905. 
The majority holding of shares was then sold to the head of the brewery 
for 55 % of its nominal value, subject to an undertaking that the firm’s 
debt to the bank should be progressively reduced. This was in fact done 
and in 1910 all the bank’s loans were repaid when the brewery was sold 
to AB Stockholms Bryggerier. 

The execution of the industrial projects launched in 1888-90 was 
fraught with difficulties and disappointments. At the end of the period 
with which we have mainly concerned ourselves, i.e. the years up to and 
including 1893, several of the enterprises in question were problem 
children from a financial point of view and nearly all were making con- 
siderable demands upon the bank’s resources. It appears that SEB had 
overreached itself, despite the fact that the amounts involved were small 
in relation to the overall volume of its business. The reason probably lay 
to a great extent in the fact that at the same time old industrial commit- 
ments were also demanding the expenditure of both capital and effort 
on the part of the management of the bank. But with these commitments 
the bank’s industrial activities during the period 1886-93 in many 
respects also appear to have been in the nature of preliminary exercises 
in preparation for greater tasks yet to come. 
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CHAPTER X 


ACCOUNTING, PUBLICITY AND THE 
BANK INSPECTOR 


The foregoing description of the most important transactions of the years 
1886-1893 has shown that during this period Stockholms Enskilda 
Bank acquired an increasingly important position in the Swedish banking 
system. Large profits were made in individual transactions, but there 
were also some heavy losses. To gain from the bank’s accounts an idea 
of how the profits and losses actually weighed against one another—in 
short, to estimate the ultimate financial outcome—is, however, very diffi- 
cult, owing to the bank’s methods of providing for depreciation. Ac- 
cording to the reports of the board of directors and the auditors the gross 
profits and the amounts set aside for depreciation were as follows: 


Gross profits | Depreciation Gross profits Depreciation 

1881 686,000 376,000 1888 643,000 147,000 
82 732,000 412,000 89 671,000 141,000 
83 748,000 427,000 90 712,000 59,000 
84 783,000 459,000 91 723,000 67,000 
85 725,000 398,000 92 739,000 68,000 
86 680,000 199,000 93 1 093,000 84,000 


87 599,000 138,000 


The published accounts thus show the gross profits to have remained 
at approximately the same level from 1881 until 1893, when there was a 
sharp increase. This increase is all the more remarkable in view of the 
fact that it comes in the year in which the bank is known in addition to 
have made a profit on the sale of railway bonds—shown in the accounts 
as having amounted to 2,069,000 kronor. The trend in the amounts set 
aside for depreciation, on the other hand, changed entirely in 1886 
dwindling to quite insignificant proportions, with the result that net 
profits increased sufficiently to cover dividend payments (p. 43). It 


159 


1886—1893 


therefore looks as if the fact that K. A. Wallenberg’s net profits were 
larger than those of his father during his last years was due solely to 
a reduction in the amounts written off. 

Brisman, basing himself on the report submitted by the Bank In 
spector in 1891, pointed out that undisclosed depreciation provisions 
played an extraordinarily important réle in SEB’s affairs but he does 
not enlarge on this subject.! Depréciation provisions not shown in the 
profit and loss account were made in A. O. Wallenberg’s time. In the 
years 1878-80, for instance, certain bonds were shown as having ap- 
preciated in value while the others were depreciated. The increase in 
the value of the former was naturally enough not shown as profit in 
the profit and loss account, the operation being recorded via the 
account ’Miscellaneous Items’. In 1882 a sum of 418,000 kronor 
was also written off via this account under the heading "Loans against 
personal security’, 294,000 kronor of this being in respect of bonds of 
AB Atlas. The amount was transferred from the ‘Avesta account’ and 
consisted of sums already written off but which were recovered from 
the Avesta-Garpenberg bankruptcy (p. 32). The sums found to have 
been written off via “Miscellaneous Items’ during the years 1878-80, 
1882 and 1885 amounted altogether to 1,348,000 kronor. Amounts 
gained through the appreciation of assets and the recovery of losses 
were not shown as profits but were used to write down doubtful invest- 
ments.” 

The position was different when it came to making concealed depre- 
ciation provisions from real profits. The management’s desire to write 
off substantial amounts is revealed by a few letters written by K. A. Wal- 
lenberg in the winter of 1887, in which he commented on the accounts 
for his first year as managing director. He mentioned that writing-off 
had totalled 200,000 kronor and had been partly on Atlas bonds and 
partly on Bergslag railway bonds. The latter had been written down from 
50 to 48, which “sounds considerably less than 50 and, besides, I do not 
want to do all the writing-off on Atlas.” He did not consider it at all desir- 
able to write off any more on Hofors and Atlas, since this would draw 


1S. Brisman, Sveriges Affarsbanker, II, 207 ff. 

2 One of the reasons for this was clearly the fact that the bank had to pay tax on depre- 
ciation provisions totalling 500,000 kronor which it made in 1878 in respect of its esti- 
mated losses during the crisis. Reports of the directors 1878—79. 
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still more attention to SEB’s dealings with these firms. It is clear that 
he would have been glad to write off more of these investments if only it 
could be done in a manner that was not apparent. 

Since 1880 there had been a second general bond account, called 
No. 2, on which were shown arrears of interest on railway bonds pledged 
as security for advances from the railway mortgage fund (p. 29). In 1887 
a Bond Account No. 3 was opened, but this was not concerned with 
interest on bonds. In the first year this account was debited with bonds 
totalling 4,510,000 kronor, including 1,649,000 of 6 % bonds of Ho- 
fors AB, and 2,403,000 of Kopparberg-Hofors Sagverks AB 5 % bonds. 
In the course of the year all but the Hofors bonds were sold. The profit 
on the Kopparberg-Hofors bonds was 96,000 kronor. The account was 
also credited with a total of 21,000 kronor representing the profits earn- 
ed on the other bond accounts together with a small sum from the com- 
mission account. As the balance, consisting entirely of Hofors bonds, 
was written down by 272,000 kronor, the result was a loss on this ac- 
count of 136,000 kronor, which was transferred to the profit and loss 
account. In this way the results of the bank’s bond operations, taken 
together, had balanced each other, when one of them had yielded a sub- 
stantial profit. In addition, profits from other business had also been 
transferred to this account and made use of in connexion with the writing- 
down of the value of the Hofors bonds. Subsequently only profits earned 
on other accounts were passed via Bond Account No. 3; they were mostly 
from other bond accounts, but in certain years large sums were trans- 
ferred from other branches of the bank’s business. In 1889, for instance, 
a sum of 70,000 kronor was credited from the interest account, 30,000 
from the discount account and 109,000 from the account for foreign bill 
transactions. In 1888 Hofors bonds were written down in this way by 
527,000 kronor and in 1889 Atlas preference shares were written down 
by 472,000 kronor. 

K. A. Wallenberg commented on the end-of-year accounts for 1889 
in a letter to Marcus. The reports of the directors and of the auditors 
gave, he wrote, “the old familiar figures—dividend 240,000, depreci- 
ation about 140,000, balance carried over to 1890 30,000. In addition 
we have written down 1 million kronor of Atlas preference shares to 
250,000—in other words, in plain Swedish, we have earned more than 
1,000,000 kronor net in 1889. Pas mal! As most of the directors know 
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nothing about this, it will as usual remain a pleasant secret between ust? 
Thus Knut mentions in an expressively bantering tone that the profits 
were in fact much larger than the directors thought. There was nothing 
new about this state of affairs. The method had been used before, with 
the aid of Bond Account No. 3. 

When Robert Benckert, the Bank Inspector appointed in 1888 (after 
fifteen years as secretary and legal adviser at SEB), and his assistant 
Theodor Frélander, made their first inspection together of the bank 
between 16 March and 3 April 1891, they paid special attention to SEB’s 
bookkeeping principles. Brisman has emphasised the admiration for the 
conduct of the bank’s business expressed in Benckert’s report. With 
regard to the depreciation provisions made via Bond Account No. 3, 
Brisman considers that in principle the Bank Inspector fully approved 
of them.’ % 

Benckert’s judgment must be viewed in the light of the general prin- 
ciples of banking expressed in his report. He emphasised that shares ac- 
quired in connexion with the reconstruction of companies must be sold 
as soon as was possible without loss. The manner of showing certain 
assets in the bank’s returns gave rise to a number of critical comments. 
For example, the practice of showing unsold bonds as claims on the 
foreign banking institution with which they were deposited meant that 
the bank was concealing the fact that its bond holdings had risen to over 
11 million (p. 115). This amount, wrote Benckert, might “be considered 
to weigh rather heavily against funds of 31/2 million. — —— If it is desired 
to reduce the bank’s balance-sheet total, debit and credit items are 
allowed to cancel one another out, even when they have nothing in 
common.” Benckert stressed, however, that these manipulations were not 
designed to “make the bank’s overall position appear more favourable 
than it is.” If anything, the opposite was the case. The report then de- 
scribed with great admiration the way in which the bank overcame the 
crisis of 1879 and handled the subsequent consolidation which partic- 
ularly concerned Hofors and Atlas. The bank’s “capital which has been 
tied up in these enterprises for such a long time” ought to be “freed for 
— — — business of a more genuinely banking nature,” but the practice 
of making hidden depreciation provisions was described as “absolutely 
irregular.” Only extraordinary circumstances in the last few years “explain 


8 Report of R. Benckert 11 April 1891. S. Brisman, Sveriges Affarsbanker, YW, 207 ff. 
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and to some extent justify” the methods adopted. “For if the public had 
learnt how one million after another had thus been swallowed up by 
writing-off” it might have asked itself whether a bank with such short- 
comings “deserved the confidence which it had fought hard to win back. 
And the bank’s adversaries, who are not few in number, would presum- 
ably have been able to answer that question in a way that would not have 
been favourable to the bank.” On the other hand, it would probably not 
have been possible to resist the shareholders’ demands for an increase in 
the dividend if they had known how large the profits had been. But since 
the consequences of old mistakes had now been cleared up, the actual 
results ought henceforth to be shown. So far as the bank’s business was 
concerned, one of the operations to which Benckert specifically referred 
was the affair of the theatre-loan (p. 107). The loan, he said, was evidence 
of a high degree of competence and was laudable in its aim, but it was 
not good banking. In general the bank’s bond operations as well as a 
number of excessively large credits were described as risky. Even if the 
bank were to confine itself in future to normal borrowing and lending, 
its own capital, considerably less than that of any other unlimited bank, 
would still be too small. Nevertheless the final judgment was that the 
bank’s position was “extremely good and that the conduct of its affairs 
is characterised by an uncommon degree of efficiency, energy and alert- 
ness. If only these excellent qualities could be combined with a some- 
what greater measure of caution,” the bank should have a brilliant future 
before it. 

Thus the tendency to make odds even was confined to the consolida- 
tion necessary to repair the damage resulting from earlier mistakes, i.e. 
departures from the proper field of banking activity. Benckert was not 
prepared to tolerate SEB’s practice of balancing risky and profitable 
deals with heavy depreciation provisions not openly shown in the ac- 
counts. His opinion of the kind of business in which a bank could prop- 
erly engage was a reflection both of the legislation then in force and the 
experience gained in the crisis of 1879. This experience K. A. Wallen- 
berg shared. They doubtless had fundamentally the same ideas on these 
matters; the account given in the present study has shown that the indus- 
trial deals were usually kept apart from the ordinary banking business 
and that the bond operations were carried out in such a way that they 
did not actually involve any tying-up of the bank’s funds. An indication 
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that the bank inspection did not result in any conflict is given by the fact 
that the following year Frélander was appointed cash manager at SEB. 


Benckert’s hint about the bank’s adversaries was soon confirmed. 
When Froélander joined SEB, Aftonbladet insinuated that the object of 
his appointment was to enable the bank to obtain confidential informa- 
tion about its competitors. The bank had already been the target of 
attacks by the press in connexion with the theatre loan and other matters. 
In general, both the earlier and the later attacks followed two lines: either 
the bank was earning too much money or the deals in which it took part 
were too risky. The second line was the one taken in the violent on- 
slaught already mentioned (pp. 145 and 157), which was launched by 
Manadsrevyn in 1892. 

The editor of this journal, Johan Grénstedt, also attacked the bank 
directly. He said that while he approved of a spirit of enterprise he drew 
the line at “speculating bank managers,” since they were entrusted with 
the task of looking after other people’s money. “To accept unlimited lia- 
bility in a bank whose manager is regarded as the most reckless specu- 
lator in Sweden today strikes me as a very risky business,” and as, ac- 
cording to the stock exchange quotations, there were people who were 
willing to pay 1,581 kronor for an SEB share, it was advisable to take 
the chance of getting rid of one’s shares. K. A. Wallenberg’s dealings were 
far too extensive—he was, in fact, far too ‘clever.’ “This ‘cleverness’, 
the feverish desire to have a finger in every pie, may, when the managing 
director of an unlimited bank is concerned, do more harm than good.” 
The trust department was also attacked after it had been commended in 
Idun. There was a danger, asserted Gronstedt, that its staff would recom- 
mend clients to invest in papers, “which are an unwelcome burden in 
the bank’s portfolio”. A special point of attack was the fact that the 
bank’s position as stated in its returns did not agree with the details given 
in its advertisements and that these therefore gave, in Gronstedt’s opin- 
ion, a misleadingly favourable impression. He thought it suspicious that 
“Claims in respect of assets in course of liquidation” were regularly 
shown as 10 kronor. Grénstedt also criticised the Saltsjébaden venture as 
well as K. A. Wallenberg’s plans for a canal at Moranedet (p. 137) and 
the establishment of a railway mortgage bank. Aftonbladet, which in- 
sinuated in January 1893 that there was speculation behind the Moran- 
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edet project, launched an attack in July on the new theatre bond loan 
which was issued in 1893. It was admitted that this was handled by 
the Diskontoférening, but SEB was also involved. The only other parti- 
cipants were a number of provincial banks which were alleged to have 
been obliged to promise to subscribe to the Saltsjébanan bond loan in 
return for being given a share in the theatre bond issue. The paper sus- 
pected jobbery and large profits.’ 

The press attacks were again mentioned by Benckert after his next 
inspection in January 1894. He commented not only on the continuance 
of the practice of writing off amounts via Bond Account No. 3 but also, 
like Gronstedt, that the item ‘Claims in respect of assets in course of 
liquidation’ was always shown as 10 kronor. “That part of the public 
and the press,” he said, “that pays attention—not always of the most 
friendly kind—to the bank knows perfectly well that the bank has time 
and again been a creditor in bankruptcy proceedings” and has concluded 
from this that the bank statement was inaccurate. The purchase of Hofors 
Hastsko AB and Storviks Sulfit AB by AB Hofors was criticised, as were 
also the large loans granted to Stora Bryggeriet which were said to be 
outside the proper field of activity for an unlimited liability bank. The 
Bank Inspector’s suspicions concerning the large industrial investments 
were something to which the management of the bank was obliged to pay 
attention; this was also true of his demand that the accounts should give 
some idea of what was really going on. Consequently, beginning with the 
end-of-year accounts for 1894, the only items set off against each other 
via Bond Account No. 3 were profits and losses on bond operations; it 
was not, however, until after Benckert had vigorously returned to the 
attack in 1896 that this account was finally abandoned. 


When the Bank Inspector commented in 1891 upon the inadequacy of 
SEB’s own funds, steps had already been taken to remedy this state 
of affairs. When P. Malmberg asked K. A. Wallenberg in April 1890 
whether the intention was to increase the capital by 3,000,000 kronor 


4 Only 9 banks took part and the bonds sold slowly. KAW arranged loans against the 
collateral of bonds, on behalf of the consortium, in Paris and Hamburg. The loan was 
not much of a success, a fact which explains why the consortium borrowed against the 
bonds. The terms fixed were probably too unfavourable to subscribers. It is no more 
possible than with the 1889 loan (p. 112) to deduce from SEB’s books what the profits 


were. 
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in one single operation, thus doubling each shareholder’s holding, the 
latter replied that they had already doubled their share capital once with- 
out any cash payment “but reaped neither thanks nor profit from that 
operation. I now propose in due course, when it is necessary and other 
circumstances permit, to do just the opposite, i.e. to demand double pay- 
ment for the new shares. You will see that such a procedure will be more 
highly thought of and will furthermore put more steel into the muscles of 
old SEB.” The object then was to sell the right of being a shareholder as 
dearly as possible in order to increase the bank’s resources. Nevertheless 
the bank did not entice subscribers with large dividends, but continued 
the process of consolidation. 

Accordingly, simultaneously with the sale of the Bergslag railway 
bonds, the new issue was launched in the summer of 1893. The issue- 
price was 1,500 kronor. The appearance of the notice inviting subscrip- 
tions provoked a further scornful attack in Madnadsrevyn. “Admittedly,” 
wrote Groénstedt, “there are many gullible people in the business world, 
but even naiveté has its limits, to go beyond which is sheer idiocy, and I 
consider that it is most naive of any person to pay 1,500 kronor for a 
share which last year yielded 80 kronor, and thereby to make himself and 
his whole property liable without limit for the financial machinations of 
the Messrs. Wallenberg.” He later maintained that the stock exchange 
had had to be rigged to get the quotation up to 1,500 kronor. 

As a result of the newspaper comments K. A. Wallenberg found him- 
self obliged in November 1893 to thank one of the bank’s old share- 
holders personally for having subscribed new shares and for “not having 
listened to the calumnies of envious people.” As a sign of his appreciation 
he informed this shareholder that in consequence of the bond sales an 
issue of bonus shares was planned for the next year amounting to one 
share for every two. Furthermore, the dividend was to be increased by 
1 %. “The holders of shares in Stockholms Enskilda Bank are therefore 
not to be pitied. Out of its capital and reserves of 7,500,000 they have 
paid in only 2,500,000 in cash; the rest, apart from the dividends, has 
been given them as a present. It may be mentioned, for the sake of com- 
parison that, out of Skandinaviska Kredit AB’s capital and reserves of 
17,000,000 kronor, its shareholders have paid in 16,000,000 in cash.” 

With the appearance of the end-of-year accounts for 1893 the bank’s 
remarkably good results suddenly became public knowledge. The share- 
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holders learned that it was worth their while to show confidence in the 
bank. Contrary to what happened in 1876, however, the capital profits 
were retained by the bank. This was in accordance with K. A. Wallen- 
berg’s aim and moreover the bank’s liquidity was at that time strained 
by the Saltsjébaden enterprise (p. 156). New tasks were waiting for the 
resources which had been freed as a result of the shifting of the heavy 
burden of the most important of the bank’s old commitments. In the 
eyes of the public, however, the bonus issue was beneficial to the bank’s 
prestige. At the 1894 shareholders’ meeting K. A. Wallenberg was able 
to make a long statement effectively setting in relief the soundness of the 
bank’s position against the background of the attempts made to discredit 
it not only through attacks in the press but even through anonymous 
letters. 

At the same time is was an incontestable fact that the bank had made 
some dangerous enemies during its years of success. Grénstedt’s attacks 
showed signs of having been inspired by competitors. In the summer of 
1894 K. A. Wallenberg obtained clear proof of this, as Grénstedt stated 
before a public notary that the articles against SEB had been based on 
information supplied by the head of the Stockholm branch of Skanes En- 
skilda Bank. The articles directed against Stora Bryggeriet had been 
written after Louis Frenckel had promised Gronstedt a loan; Frenckel 
was later reluctant to keep his promise, but partly fulfilled it after Gron- 
stedt had undertaken to write something also against SEB. A further 
request had been refused by Frenckel, since he said that he was already 
suspected of being the instigator of the articles. These disclosures ex- 
plained inter alia why it had not been possible to secure the co-operation 
of Skanes Enskilda Bank in negotiating the Saltsj6baden loan. In view 
of the fact that Frenckel had become the head of Stockholms Handels- 
bank in 1893 SEB could also expect to meet with tough opposition from 
that quarter. Not the least important reason why SEB needed its in- 
creased resources was the fact that it could not count on receiving any 
significant support from other banks. 
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OLD INVESTMENTS AND NEW INDUSTRIAL 
INITIATIVES 


1. Business conditions, 1894-1899 


The period 1894—99 was in the main characterised throughout Europe 
by boom conditions which gradually became increasingly pronounced 
and which were accompanied in the later years by a sharp rise in prices. 
Symptoms of depression did not appear until 1900. In England the 
upward trend began in the autumn of 1895. It was not primarily dis- 
tinguished by expansion in the capital-goods industry or by the growth 
of new industries. Nevertheless, the resources of the capital market 
proved inadequate and the level of interest rates soon began to rise. 
This was probably due in part to the active colonial policy which culmi- 
nated in the Boer War in 1899. The trend was very different in Germany 
where, while the iron industry expanded rapidly to some extent using 
Swedish ore, the strongest influence arose from the expansion of the 
electrical industry; the main items produced were lighting plant and 
tramway equipment, both of which required large capital resources. 
The business cycle took an upward turn as early as 1894, but this was 
not reflected in industry until 1896. Economic activity increased rapidly 
thereafter, reaching a peak in 1899. France also enjoyed a marked 
industrial expansion in the second half of the 1890s, but the less promi- 
nent rdle of heavy industry in that country had a restraining effect on the 
boom and made possible large investments abroad, especially in Russia. 

In Sweden the rate of company formation is found to have increased 
from 1894 onwards and to have reached a maximum in 1898. Other 
indicators, however, suggest that the peak of the boom occurred in 


1 J. Akerman, Ekonomisk Teori, Il, 395 ff. 
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1899-1900 and that the upward trend really became rapid from 1896 
onwards—i.e. that Swedish development was broadly in line with that 
in Germany. From a structural point of view also, the trend in Sweden 
was dependent on and similar to developments in Germany. The export 
of iron-ore played an important réle and there was a vigorous expansion 
in the engineering industry and especially in electrical engineering. In 
addition many new companies were founded in the paper-pulp and paper 
industries. All in all, this may be said to have been a period of industrial 
revolution in Sweden. During the first years this was achieved without 
any importation of capital and indeed in 1896 a large amount of capital 
was actually exported. The year 1898 marked the beginning of a period 
of sustained heavy capital imports which continued until as late as 1910.” 
The reports of the directors of SEB for 1894—95 refer to a plentiful 
supply of money coupled with rising bond quotations, that for 1896 
records favourable conditions for the export trade and in 1897 there is 
said to have been an ample supply of funds but also greater demand 
Owing to increased enterprise. The characteristic features of 1898 were 
that “the good times are continuing. Industry and commerce are flour- 
ishing and expanding. Railway building continues. Capital is being tied 
up, with the result that the cost of money has risen.” The same tendencies 
persisted in 1899, when the report spoke of “the unprecedented indus- 
trial boom” and also of the effect of the armament programme and the 
fact that “the cost of money has reached an exceptionally high level.” 
These characteristics are broadly in accordance with the picture revealed 
by the graph of discount rates. In 1896 the Swedish and German dis- 
count rates were brought down still further from the stable, low level at 
which they had stood for two years. It is true that towards the end of 
the year there was a pronounced increase in every country except France, 
but this was only short-lived. The rise in interest rates does not seem to 
have become clearly evident until the end of 1897, and another year was 
to pass before it affected the French market. Thus Swedish industry was 
able to rely during the first years of this period on an easy money market 
at home. Later it was France that had the cheapest money to offer. 
Special attention needs to be paid to the considerable increase in bank 


2 B. Dahmén, Svensk industriell foretagarverksamhet, pp. 79 ff. National Income, I, table 
pp. 272 ff. E. Fleetwood, Sweden’s Capital Imports and Exports, pp. 34 ff. 
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deposits in the 1890s (p. 41), a development parallel to that of the 
1870s. On both occasions it was a phenomenon which affected the 
whole banking system and was attributable to the business boom. An 
additional factor in the 1890s, however, was the appearance at that 
time of two new forms of bank account, the capital and savings accounts. 
Despite this, the total value of bank deposits in 1899 was only 1.8 times 
higher than in 1893, whereas in the period 1870-76 it rose 2.7 times. 
The increase in the number of bank offices was approximately the same 
in both periods. Thus the business boom did not automatically lead 
to any particularly marked growth in deposits. With regard to SEB, 
moreover, it should be pointed out that there was a distinct decline from 
1897 onwards in its relative share of aggregate bank deposits. This is 
clearly due to the fact that, having opened a new branch in each of the 
years 1893-95, the bank did not open another new branch until 1903; 
it thus took no part in the vigorous extension of the network of Swedish 
banks which began in 1896. This means that at the time when the 
capital requirements resulting from the boom were at their maximum, 
the bank was obtaining relatively less funds in the form of deposits than 
it had done during the cheap-money period. 
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2. Conversion and unloading operations, 1894-1896 


The cheap-money period was also quite naturally reflected in a growth 
in the volume of bond operations. This is brought out extremely clearly 
by the fact that the total value of bonds acquired in 1894 was 22,111,000 
kronor, compared with 3,611,000 kronor in the preceding year. The 
greater part of this total was accounted for by bonds destined for the 
Swedish capital market (p. 67). 

The start was made at once in January 1894, when SEB purchased 
at 96 1,333,700 kronor nominal of 4 % bonds issued by Gavle In- 
tecknings Garanti AB for the purpose of converting its 1883 5 % loan. 
The bonds were placed, at a handsome profit, before the end of the 
year. In February Louis Frenckel concluded an agreement for a con- 
siderably larger conversion operation on behalf of his old ‘client, the 
Hypoteksbank. The operation concerned the Hypoteksbank’s 41/2 % 
bonds, 91,000,000 kronor of which were in circulation. In this instance 
no new loan was issued, but the bondholders were offered a compensa- 
tion payment of 1/1 % and a postponement of the earliest redemption 
date to 1907, in return for their consent to the stamping of a lower in- 
terest rate on the bonds* despite the fact that the borrower’s redemption 
option did not actually become effective until 1897.* The bondholders 
were thus being asked to agree in advance to a reduction of the interest 
rate in order to safeguard themselves against the fixing of an even lower 
rate when the conversion clause came into force. SEB co-operated with 
the Handelsbank on the basis of a special agreement. In their turn, Knut 
and Marcus Wallenberg invited a number of other banks to join in, but 
remained sceptical regarding the outcome. They expected the interest 
rate to vary considerably until 1897. But they underestimated the ca- 
pacity of the capital market as in 1894 the Hypoteksbank bonds total- 
ling no less than 51,000,000 kronor were stamped down and the opera- 
tion was continued in the course of the following years at a new interest 


3 The Swedish term for this process is nedstdémpling. Elsewhere in the text this is 
translated quite literally as “stamping down”. 

4 SEB was a member of the consortium, though not in name, until it broke up in July 
1896. Sveriges Allmaénna Hypoteksbank 1861—19I1, pp. 90 ff. At the general meet- 
ing of the Hypoteksbank in 1896 the management was criticised for not having insisted 
on the rates being reduced to below 4 %. E. Sommarin, Skanska Hypoteksforeningen, 
p. 312 
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rate of 334 %. Furthermore, the level of interest rates remained unusu- 
ally stable right up to the end of 1897. Frenckel had once more given 
proof of his shrewdness. 

Coinciding with Frenckel’s arrangement with the Hypoteksbank, SEB 
had embarked on the conversion to 4% % of two 5 % loans taken up 
by Kopparberg—Hofors in 1887. The method adopted was the issuing 
of new loans. In April, when the placing of the bonds began, Marcus 
Wallenberg reported that with one of the loans the operation quickly 
proved successful, an insurance company having subscribed 500,000 
kronor at par. This was the first time that this institution had accepted 
this type of paper. Marcus was anxious that Thiel should not hear of 
this new possibility since, as he put it, he wanted “to try to plough once 
more with the same calf.” Two days later he mentioned that the “hunger 
for bonds” was still as great as ever. He was obviously surprised at the 
ease with which industrial bonds could be disposed of even to investors 
who had previously been reluctant to accept this kind of paper. To 
establish contact with such investors the issuing of a new loan was 
clearly a more suitable method than stamping down, which aimed at 
existing investors. 

The fact that so many bond loans were issued or discussed in 1894 
was not solely due, however, to the easier capital-market conditions but 
was also attributable to the fact that beginning in 1895 a stamp duty 
was to be levied on all bonds other than those of the state. The desire to 
avoid the stamp duty by arranging the issue in 1894 was clearly stated 
in connexion with Svenska Jutevaveribolaget’s 500,000 kronor bond 
loan. As this was to serve as security for a loan of the same amount 
from SEB it did not lead to any reduction in the bank’s lending to this 
firm. A bond loan of 2,000,000 kronor taken up by Hofors and one of 
1,500,000 taken up by Nya AB Atlas did, on the other hand, actually 
reduce SEB’s lending, but the effective reduction of the bank’s com- 
mitments was only slight since the only bonds placed were 500,000 
kronor of the Atlas issue. At least half of these, moreover, were taken 
by the Smaland bank subject to an undertaking by SEB to repurchase 
them in 1897.4 And when the loan concerned a client like Saltsj6banan, 


* The newly introduced stamp duty was 30 Gre per 100 kr. The Hofors bonds remained 
in the bank’s portfolio until 1897 when, thanks to a special transaction and improved 
business results, it was possible to begin to sell them (p. 127). 
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whose position was not as yet generally recognised, it was thought 
necessary to entice other banks with a profit obtained from the con- 
version of an old loan in order to induce them to subscribe to a new, 
larger issue (p. 156). In 1895 we find, in addition to conversions on 
behalf of the Korsnais sawmill and the Halmstad—Nassjé railway, a 
fairly small new issue by de Laval’s electric lamp company (p. 175). 
This loan went well, but a conversion operation attempted in November 
of the same year on behalf of another of de Laval’s enterprises, AB 
Bangbro Rorverk, failed. Marcus Wallenberg suggested that this was 
because a stock exchange crisis in Vienna had alarmed the institutions 
which usually bought this type of paper. At the same time a certain 
amount of difficulty was experienced in placing a large part of a new 
Gallivare loan taken over from the Vasterbotten bank (p. 238). 

Thus advantage was taken of the easy capital-market conditions 
prevailing from 1894 onwards partly in order to affect conversions and 
partly to shift to other lenders some of the bank’s burdensome industrial 
investments, thereby providing funds for new business. The demands for 
credit expanded to such an extent that towards the end of 1895 the bank 
had some difficulty in satisfying them. Two names are of special interest 
here, those of AB G§dllivare Malmfalt and de Laval. 


3. Plans for large-scale industry 


The period 1894—96, with easy capital market conditions, saw two of 
Gustaf de Laval’s inventions, the separator and the steam turbine, begin 
to show clear signs of becoming profitable propositions. This created 
absolute confidence in de Laval as an inventor while on his side it led 
to an intense burst of experimental activity undertaken by him personally 
with the assistance of about a hundred engineers and other helpers. It 
was characteristic of de Laval that he wanted to set up firms very 
quickly on the strength of his inventions: during the first half of the 
1890s he is said to have been connected with the establishment of com- 
panies with an aggregate share capital of 23,000,000 kronor. He himself 
held large amounts of shares; some of these had been given to him in 
payment for his inventions, but others he had paid for in cash. He was 
able to do this because of his large royalties and the increase in the value 
of his shares. The confidence which he enjoyed made it easy for him to 
obtain financial backing and raise loans. Of special interest from the 
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point of view of the present study are his faith in the possibilities of elec- 
tricity both as a generator of energy and for application in the metal- 
lurgical and chemical industries, and his policy of buying up waterfalls. 
He was also one of those who attempted through the construction of a 
combustion engine to meet some of the ever-increasing energy require- 
ments of the industrial age.® One gains the impression of a dynamic per- 
sonality possessed of a creative urge but at the same time keen to profit 
by what he created, not least by assuring himself in good time of the 
possession of the necessary natural resources. 

The significant question arising from de Laval’s inventions was one 
of raising funds for investment in projects which would be able to pay 
a dividend only after a considerable period of time. There was, however, 
the possibility that the yield would be all the greater when it did ma- 
terialise. A striking instance of this was AB Separator whose dividends 
rocketed from 15 % in 1895 to 70 % in 1897. At the beginning of 
1894 its shares, with a nominal value of 1,000 kronor, were being 
quoted on the Stockholm Stock Exchange at 2,500 kronor; by the sum- 
mer of 1896 they stood at over 15,000 kronor. As de Laval appears to 
have owned 400 shares in Separator, this striking demonstration of his 
ability also enhanced the value of the securities which he could offer for 
further borrowing. In the course of 1892 the Diskontofdrening began to 
supply him with funds, though for the time being in secret. By the sum- 
mer of 1896 the total of the debts he had contracted against the security 
of Separator shares had risen to at least 1,937,500 kronor. Among the 
members of the boards of most of the de Laval companies, and in various 
documents concerning de Laval, there appears the name of Carl Jans- 
son. This man shared with Thiel the position of managing director of 
the Diskontof6rening. There are many indications that this bank was 
the source of the financial strength which de Laval was able to display 
Over a period of several years. 

This strength was strikingly demonstrated in connexion with Asea 
(Allmanna Svenska Elektriska AB). The electrification of Sweden during 
the 1890s proceeded principally along two lines: on the one hand, the 
building of electric-power stations for lighting purposes, where the gen- 
erators were as a rule driven by some sort of heat engine; on the other, 
the production of electricity for industrial purposes with the help of 
5 T. Althin, G. de Laval, pp. 128 f., 250 f. 
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water-power. The amount of power produced by the latter method was 
much greater and the possibility of distributing this power was gradually 
increased, especially by Jonas Wenstrém’s invention of the three-phase 
system. It is nevertheless found that at the turn of the century, excluding 
the electricity produced for the electro-chemical industry, nearly as 
much was being generated by heat engines as by waterfalls. This explains 
the co-operation, dating from as early as 1892, between Asea and AB 
de Lavals Angturbin. The steam turbine proved namely to bea very suit- 
able source of power for fairly small generating plants for lighting pur- 
poses, possibly providing electricity for only a single block of property. 
In 1892, in conjunction with Asea, de Laval founded a new company 
but the association with Asea was brought to an end in the very next year. 
The new company had ambitious electrification plans for both Sweden 
and Norway. These projects were obviously the reason for the increasing 
interest shown by de Laval in an electric lamp factory which, after some 
expansion, was transformed in 1895 into AB de Lavals Glodlampsfabrik 
Svea and within a few years became the second largest of its kind in 
Europe. In the spring of 1895 de Laval deprived Asea of its principal 
technician, Ernst Danielson, the man who perfected the three-phase 
system after the death of Jonas Wenstrom. At the same time, however, 
an agreement was reached whereby de Laval undertook to buy all his 
electrical equipment from Asea as long as Danielson continued to act 
as his technical adviser. In June 1896 Asea suggested closer co-opera- 
tion and invited Angturbin AB to take over a number of shares in Asea. 
de Laval asked in that case to be allowed to hold half of Asea’s share 
capital, but the board of Asea refused.*® At this time Gustaf de Laval’s 
willingness and ability to stake large sums on the industrial use of elec- 
tricity was becoming increasingly apparent. He bought the waterfall 
Hissmofors in May 1896 and made preparations to buy others near 
Trollhattan and to found AB de Lavals Elektriska Smidltugn. For de 
Laval to be able to put his plans into effect it was necessary either that 
Asea should considerably increase its capacity, or that he should obtain 
the electrical equipment he needed from elsewhere. 


6 Asea board minutes, Asea archives. J. Akerman, Ett elektriskt halvsekel, pp. 49 ff., 
pp. 71 ff. F. Hjulstrém, Sveriges elektrifiering, pp. 100 ff. T. Althin, G. de Laval, pp. 
223 ff. M. Helén, Aseas historia 1883—1948, p. 97. 
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For a long time SEB had little to do with Gustaf de Laval, despite the 
link provided by the Diskontoférening. The bank’s contact with him was 
in fact confined to the part which it played in connexion with a number 
of bond loans issued by his enterprises. The bank’s leading men were, 
however, by no means unaffected by the increased industrial activity 
which characterised this period and which was largely associated with 
de Laval. 

In 1890 the brukspatron Hampus Cornelius, head of Avesta Jernverk 
since the bankruptcy of Avesta—Garpenberg, had bought some of Jern- 
kontoret’s property and used it to found Garpenbergs AB. This firm 
promptly became one of SEB’s clients and by 1895 it had borrowed 
more than 300,000 kronor. The security provided for its loans included 
from the beginning 80,000 kronor nominal of shares in Ryllshytte Zink- 
och Blygruvor, another firm run by Cornelius. In November 1895, in 
agreement with Cornelius, Marcus Wallenberg bought for his own, 
Knut’s and probably Frélander’s account 144,000 kronor nominal of 
shares in Ryllshyttan for 185,000 kronor. Marcus expressed the hope 
that this mining investment “will not prove too much of a pitfall but will 
pay for itself in five years.” The intention was to increase the share- 
capital from 300,000 to 1,000,000 kronor and afterwards to sell the 
shares “at par to de Laval’s future iron-company, founded by Thiel, 
which must boast some fine mines.” This sale did not take place, how- 
ever, probably owing to opposition from Cornelius, who had a majority 
holding. Instead, Marcus Wallenberg went with Cornelius to Germany 
where they concluded supply contracts in return for permission to use 
a newly devised method for refining second-grade ores. Contrary to 
expectations, the Ryllshyttan investment became a long-term com- 
mitment, but it appears that by 1906 it had yielded enough dividends to 
make up for the original outlay. In 1905 some money was placed in one 
of de Laval’s zinc-producing companies but this seems to have been a 
failure. In 1907 Ryllshyttan ceased dividend payments and in 1909 
Marcus Wallenberg secured the replacement of the existing head, Gus- 
taf Cornelius (p. 571). No great improvement followed and in 1915 the 
company was sold to Knut Tillberg. It was then possible to pay off all 
debts, but the shareholders received nothing at all. SEB was affected 
partly because it had granted credits to the firm and discounted its bills, 
and partly because 144,000 kronor had been borrowed from the bank 
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in Kinnander’s name to finance the purchase of the shares. The last- 
mentioned sum was quickly repaid and the amount of the commitment 
reached its maximum for the next few years at the end of 1897, when 
it stood at over 400,000 kronor. This venture thus tied up some of the 
bank’s resources for considerably longer than had been expected. 

Six months after the purchase of Ryllshyttan, Cornelius managed to 
interest the Wallenberg brothers in the idea of buying at par from Jern- 
kontoret 404,000 kronor nominal—i.e. a controlling majority—of 
shares in Avesta Jernverks AB. Opinion in Jernkontoret was in favour of 
such a sale, since this would free Jernkontoret from the burden of 
running ironworks itself in competition with private interests. It would 
not only receive 404,000 kronor for its shares but would also be repaid 
425,000 kronor in respect of its loans to Avesta. In addition, a number 
of small lots of shares in Avesta Jernverk were bought for Cornelius’s 
account. It was agreed between the Wallenberg brothers and Cornelius 
that the former should take over 376 shares, i.e. the majority, at par 
and should also arrange for Cornelius to be allowed to borrow funds at 
4 % against the security of up to 100 shares, to an extent correspond- 
ing to their par value, as long as the company was not distributing a 
dividend exceeding the same interest rate. The outcome was that SEB 
took over 265,000 kronor of Jernkontoret’s loans, lent 376,000 kronor 
to Oscar Lamm against the security of shares, and granted Cornelius a 
loan of 50,000 kronor against Avesta shares. 

Cornelius’s participation in the Avesta deal was arranged at the be- 
ginning of June 1896. By then he had probably already made sure of 
the co-operation of SEB. The final agreement was not completed, how- 
ever, until after 1 July when, as will be explained below, there was an 
appreciable improvement in SEB’s liquidity (p. 206). Thus the bank in- 
vested the sum of about 700,000 kronor at one stroke. As far as the 
loans against shares were concerned, 94,000 kronor was repaid in 1897 
and in the same year the bank took over 226 shares in Avesta Jern- 
verk in exchange for 750 shares in AB Atlas. The remainder of the 
Avesta shares was acquired by the bank ih July 1899 in exchange for 
160 Hofors shares. The shares thus taken over were promptly written 
off. At the same time the bank’s direct lending increased and it received 
a very meagre dividend; there were only two years in which it reached 
6 %, and in 1903 there was no dividend at all. Hampus Cornelius died 
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in 1898, which was regarded as a serious loss by Marcus Wallenberg. 
As a result the management of Avesta, in which the Wallenbergs pos- 
sessed the majority, was separated from that of Ryllshyttan, the majo- 
rity of whose shares was held by the Cornelius family. Gustaf Corne- 
lius succeeded his father as head of Ryllshyttan, while Marcus Wallen- 
berg managed to secure the appointment of Gustafs brother-in-law, Ar- 
vid Sjogren, until then the firm’s works manager as head of Avesta. 
The company was consolidated and in 1905 the majority holding, 
which had been transferred to AB Providentia in 1901, was sold at 150 
to Consul-General Axel Johnson. 

A common feature of the transactions with Ryllshyttan and Avesta was 
that they were both based on the bank’s confidence in Hampus Corne- 
lius. In addition, both brought the bank new clients. To bring this about 
it was necessary to acquire a majority of these companies’ shares. The 
direct purchase of such a majority by SEB was prohibited under Swedish 
banking law. The method of intervention was therefore the granting of 
loans against the security of shares, but these loans soon disappeared 
from among the bank’s investments either through amortisation or as a 
result of the bank’s taking over the pledged assets. 


At the same time as the Ryllshyttan affair was in progress, two new 
companies were founded, the object of both being to make old and 
unsatisfactory investments yield a profit. In order, as K. A. Wallenberg 
put it, to “row Lindbergs’ round into wind,” a floating dock was bought 
‘by AB Torrdockan, a company specially created for the purpose. The 
concern in question, in which Gustaf Wallenberg was a board member, 
was W. Lindbergs Verkstads- 0. Varvs AB. The dock unfortunately sank 
and the whole outcome was very unsatisfactory. The action taken by 
Marcus Wallenberg at this time with regard to Korndal had quite dif- 
ferent results. He had earlier maintained that this company could earn 
a profit only by producing textiles and had sold all the papermaking 
machinery (p. 133). His technical adviser had at that time been Gustaf 
Danielson of the Nykvarn paper factory, owned by D. J. Ekenberg & 
Soner, of Sédertilje. Surprisingly enough, the correspondence does not 
appear to contain the slightest indication of any plans to resume paper 
production in the Mélndal River region until 31 October 1895, when 
Marcus Wallenberg informed Knut that he had that day founded AB 
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Papyrus and sold all Korndal’s remaining assets to it for 350,000 kronor. 
Danielson must have changed his mind about the prospects for paper 
production, but the reasons have not been discovered. The actual 
establishment of the firm took place, however, at a time when many 
other industrial ventures were being undertaken. Marcus Wallenberg 
said that he had every hope of success. He had found an excellent 
manager in Danielson, the firm had access both to water-power and to 
cheap labour, and its position was favourable from the point of view of 
transport. The order in which these factors are named is worthy of note. 
The head of the firm was mentioned first and without doubt this was 
deliberate. Danielson had taken charge of Nykvarn in 1886, when pro- 
duction was resumed there, and had given tangible proof of his compe- 
tence.* It is reasonable to suppose that he was tempted by Marcus Wal- 
lenberg’s offer of a wider field of activity. 

Papyrus was built up from almost nothing and output rose quickly.° 
Considerable financial resources were needed for the rapid expansion 
of the firm. Its share capital was at first fixed at 750,000 kronor, 
350,000 of which was taken by the bank in respect of its claims. Da- 
nielson subscribed 50,000 kronor, and Johs Lohman (the head of the 
jute-weaving mill in Sddertadlje) and V. Folin 25,000 each. The remain- 
ing 300,000 kronor was subscribed by Marcus and Knut Wallenberg 
(125,000 each) and Frélander (50,000), but these were granted loans 
by the bank against the security of their shares at par and at a rate of 
interest not exceeding 472 %. The bank was in fact staking new money 
to recover old. In April 1896 Marcus Wallenberg was quite hopeful that 
“the unfortunate Francke affair, after having entailed an original loss 
of 250,000 kronor,” would turn into a source of profit. One event 
which undoubtedly contributed to the fulfilment of his hopes was the 
fact that, after the Nykvarn paper-mill was burned down in October 
1896, he was able to persuade Ekenberg & Sodner to agree not to 
rebuild their factory, in return for being allowed to subscribe 200,000 
kronor of shares in Papyrus whose share capital had by then increased 
to 1,000,000 kronor. This subscription was obviously financed with 
the aid of the fire indemnity received on Nykvarn and involved no 
investment at all on the part of SEB. Nevertheless, the bank’s direct 


8 J, A. Karlsson, Nykvarns bruk genom tiderna. 
® AB Papyrus 1895—1920. T. Althin, AB Papyrus. 
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outlay of fresh funds increased rapidly and in 1898 it exceeded 
1,000,000 kronor. The total became nearly twice as large again before 
the bank’s commitment was eventually lightened by a bond issue in 
1904—05. The loan granted on the security of the shares was not repaid 
until 1906-07. On the other hand, the company had been able to begin 
distributing a dividend as early as 1898; after having amounted at first 
to 5 %, this was raised in 1902 and 1903 to 6 and 7 % respectively. In 
1906 the share capital was doubled by a bonus issue. Calculated on the 
basis of the old capital the dividend increased still further. This venture 
thus became a paying proposition very quickly. But the bank waited a 
surprisingly long time before reducing its commitment which in the 
meantime became very considerable. Not until the firm’s position was 
firmly consolidated did SEB turn to the capital market. 


It has already been intimated that at the end of 1895 SEB once more 
invested a large amount of money in the ore-company venture (p. 173). 
This will be dealt with later in a special section. Suffice it to say at this 
point that as early as 1895 an agreement was reached whereby SEB and 
the Diskontof6rening together undertook to provide up to 24,000,000 
kronor for a railway to Ofoten subject to the granting of a concession 
before the end of 1896. The expectation that G. E. Broms would take 
steps to develop the Kiruna mines as well as the others, once he had 
also secured control over LKAB, had proved correct (p. 147). In the 
spring of 1896 preparations to apply for a concession were begun. 

By June 1896 SEB had thus assumed several new industrial commit- 
ments—a reflection of the general industrial activity which had become 
particularly marked during the preceding year. The bank’s leading 
officials were in close contact with Gustaf de Laval’s financial backer 
and had themselves undertaken to finance G. E. Broms, the other out- 
standing personality concerned with the development of Sweden’s natu- 
ral resources. There had thus been striking confirmation of Gustaf Wal- 
lenberg’s assertion in December 1889 that “once industrial demand 
starts to be forthcoming, it is not easily stopped” and that it would then 
become necessary to obtain credit from abroad (p. 138). 
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THE DEVELOPMENT OF THE SCANDINAVIAN 
LOAN CONSORTIUM 


1. The Swedish government loan of 1894 


The opportunities for Stockholms Enskilda Bank to secure foreign 
credit were considerably better in June 1896 than they had been in De- 
cember 1889. From 1886 onwards K. A. Wallenberg had been steadily 
gaining ground in Sweden as the representative of a Danish-German 
loan consortium. By the beginning of 1890 he had achieved the position 
of an equal partner in this consortium which was weakened, however, 
by the crisis which developed later that year. In the following year, K. A. 
Wallenberg succeeded, without the help of the consortium, in placing a 
minor Swedish government loan on the French capital market through 
the Crédit Lyonnais (p. 151). 


In the spring of 1892 the Crédit Lyonnais was competing for a 
Norwegian government loan and sent one of its officials, Edmond 
Moret, to Kristiania. Moret returned to France via Stockholm where he 
drew up a report for his chief, A. Mazerat. The Commerzbank of 
Hamburg had defeated him, but the Norwegian Prime Minister, Steen, 
had told him that he would like to introduce Norwegian paper in the 
French market. He had allowed it to appear in the semi-official press 
that this was the first time that a French house had put in a direct appli- 
cation. Moret reported that he had made arrangements with two Nor- 
wegian banks that they should keep the Crédit Lyonnais informed of 
coming transactions. Interest rates in Norway at this time were very 
high, as a result of large-scale building and buying of ships; Norway’s 
economic position as a whole was very sound. Furthermore “seuls 
quelques politiciens ont pu, sans écho sérieux du reste, parler de la 
séparation des deux royaumes.—On est unanime ici pour dire que 
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si ——— cette séparation s’effectuait, il n’y aurait de toute fagon pas de 
guerre.” Scandinavian securities in general were well worth promoting 
by the Crédit Lyonnais among its clients. They yielded a low but safe 
return. There was bond business on the way both in Norway and 
Sweden, but it would have to be on the basis of a yield of 3%/4 % or 
at the lowest 31/2 %. Norway was going to place another 10,000,000 
kronor on the market, though not until 1894. The Swedish government 
was developing the State Railways and granting large loans to private 
railways, but enough of the 1886 loan remained unsold to provide for 
immediate requirements. A matter of far greater importance was the 
possible conversion in 1895 or later of the 1880 4 % loan of 166,320,000 
francs; the National Debt Commissioners were interested in opera- 
tions on the French market as a preliminary to this big conversion. 
Moret felt that K. A. Wallenberg and Ernest Thiel had the ear both of 
the responsible Minister and of the National Debt Commissioners. 
Wallenberg had proposed the issue of a first loan of 10,000,000 kronor 
at 3% %, with a second issue to follow of equal amount, in order to 
create a market for the conversion. He was to discuss these points with 
the National Debt Commissioners when the current session of the Riks- 
dag was over, after which he would be ready to travel to Central Europe. 
He attached great importance to the co-operation of the Crédit Lyonnais 
and in this attitude he had the support of von Essen, the Finance 
Minister. Moret concluded his report with the statement that the ground 
had been well prepared for the future. 

It is clear from Moret’s report that his Stockholm informant was 
K. A. Wallenberg himself, who had in fact introduced him to the 
Finance Minister. Wallenberg had made light of the current dispute 
about consulates between Norway and Sweden, and had put forward a 
plan for winning the confidence of the French banks and the French 
public. A market for Scandinavian loans had to be developed there. 
Wallenberg had succeeded in convincing Moret that he had the necessary 
connexions and had encouraged his ambition to introduce Scandinavian 
securities in France. 

K. A. Wallenberg and Thiel persuaded Mazerat by letter to propose 
a price of 92 for a 3"/2 % loan; a letter was also obtained from Behrens, 
stating that 3"/2 % stock could only be taken over at a very low price. 
Thus armed, Wallenberg wrote a long document to the Chairman of 
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the National Debt Commissioners, Albert Andersson. He pointed out 
that to secure the necessary funds on the domestic market would be 
expensive and would strain the resources of the money market, thus 
postponing still further any prospect of cheap money. The events of the 
previous year had shown the need to find a new market for Swedish 
government securities and France had proved suitable. A new loan, at 
3*/2 %, and quoted in kronor, francs and pounds, should be issued. Ten 
million francs of the loan should be issued in France on the condition 
that the bonds were widely offered to the public, and introduced and 
quoted on the Paris Exchange. The Commissioners did not agree to this 
plan. They satisfied their immediate requirements by selling their 34/2 % 
bonds at 94; but Albert Andersson, when informing K. A. Wallenberg 
of this move, said that in future they would be glad to use his good 
offices. A month later SEB, as a member of the old Danish-German 
consortium, was concerned in such a transaction. The German market 
could still compete with SEB’s new French connexions. 

During 1893 Wallenberg maintained contact by letter with the Crédit 
Lyonnais. It was not until the beginning of 1894, however, when the 
discount rate fell sharply both in Berlin and London, that he was able 
to make any proposal acceptable to the National Debt Commissioners. 
In February Mazerat proposed to Wallenberg a conversion of the 1878 
4% loan. Wallenberg immediately passed on the suggestion to the 
Commissioners, pointing out that the 1878 loan ought to be converted 
at once to create the type of security which would replace the 1880 
4 % bonds and prepare the market for this important conversion. The 
total annual saving for the government by the combined conversions 
could be estimated at 1,200,000 kronor at least. The Commissioners 
decided to do nothing for the time being, however. Wallenberg believed 
they were considering the possibility of converting the 1880 loan by 
stamping down. The National Debt Commissioners may have been 
thinking of adopting this method because of the recently concluded 
transaction in which the Hypoteksbank, through Louis Frenckel, had 
used stamping down for a conversion (p. 171). Such a method was partic- 
ularly convenient when existing bondholders were the main considera- 
tion. When a change of ownership was contemplated, a new loan issue 
was better and for this the great network of branch offices of the Crédit 
Lyonnais was very useful. 


183 


1894—1899 


Frenckel himself was in fact trying to improve his relations with the 
Crédit Lyonnais at this time. He knew one of the officials of the French 
bank, and through him offered to co-operate in the management of 
Swedish government loans. This approach showed Frenckel’s need for 
additional markets besides Germany where he had good connexions. 
One result of Frenckel’s inquiry was that in March 1894 Mazerat tried 
to discover from Wallenberg if matters could not be speeded up. 
In April Wallenberg went to Paris for a consultation with Mazerat. 
During his visit invitations were issued by the Norwegian Finance De- 
partment for applications to handle a new loan and, a few days later, a 
conversion. Both were won by Gliickstadt’s consortium in association 
with the Comptoir d’Escompte; also associated with the conversion were 
Rothschild in Frankfurt and Hambros. At the time of the first applica- 
tion Hambros had belonged to a group organised by the Crédit Lyon- 
nais. K. A. Wallenberg commented on this action by the French bank 
that they had learnt how to arrange a Northern loan. The result showed, 
as he said, that “the people in Hamburg and Copenhagen have learned 
the trick from us. The bonds will probably be sold almost entirely here 
[i.e. Paris] and in London.” 

By the end of April Mazerat was busily engaged in trying to win 
the contract for handling the proposed Swedish loan. He reported to the 
chairman of his board of directors, Henri Germain, the real head of 
the bank, that he had exchanged many letters with Wallenberg who had 
recently visited him. Frenckel’s inquiry was also reported. Mazerat 
further considered that Swedish securities were more reliable than Nor- 
wegian because, in the event of the dissolution of the Union between 
Norway and Sweden, Sweden would retain her constitution while 
Norway might very well enter upon a period of unrest. At Germain’s 
suggestion Mazerat made an offer of co-operation to the Banque de 
Paris, but was told that it was already committed; he assumed that this 
was to Hambros and the Comptoir d’Escompte. Mazerat appears to 
have preferred Wallenberg, but this in no way prevented co-operation 
with Frenckel. Germain’s wish to work with the Banque de Paris, a 
wish which was thought to be shared with Germain’s rival, the Comptoir 
d’Escompte, was particularly interesting. On the journey home from 
Paris K. A. Wallenberg took a useful step forward by persuading the 
Danish financier C. F. Tietgen to act as an intermediary. He had shown 
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that he was able to do something towards setting, as he wrote to Moret, 
“le chien et le chat dans la méme corbeille.” 

At the time of this letter the Swedish loan had already been settled. 
Moret had been sent to Stockholm in May 1894 to obtain it, but it was 
by no means certain that he would use Wallenberg in this connexion. 
Wallenberg, however, invited him to his house to meet the Chairman 
and three other of the seven National Debt Commissioners. Several 
Cabinet Ministers were also present and Moret mentioned to Mazerat 
in a later report that he was sure that Wallenberg had the ear of the 
government. Wallenberg, he wrote, had no objection to working with 
Frenckel, but did not want to do so yet. He could make direct con- 
tact with the group of financiers in Germany who usually worked with 
him, and would by ready to underwrite a part of his allocation. Moret 
believed that the competition would probably be severe and was at 
the moment working out an offer for a 3 % loan. Some of the Com- 
missioners were willing to deal with him if a price of 88 were offered; 
others preferred an interest rate of 31/2 % in order to avoid discount. 
Moret, however, pressed for 3 % because in would afford a margin 
for discount profit and also because it would distinguish this loan from 
the recently completed Norwegian issue. The Crédit Lyonnais wished 
to use Frenckel to establish agreement with German houses, clearly 
because of the value they attached to their contact with the market 
where the converted loans had been placed. K. A. Wallenberg, how- 
ever, suggested his own old consortium as an alternative to that of 
Frenckel. He made it quite plain to Moret that he had his own close 
connexions with influential circles. At this stage a weakness was glimpsed 
in the position of the French bank from the point of view of the National 
Debt Commissioners, i.e. the preference of their clients for low interest 
securities which offered opportunities for discount profits. 

When the National Debt Commissioners met on 10 May they had be- 
fore them an offer, submitted on behalf of Tietgen by the manager of 
the Vasterbotten bank for the stamping down of the loan to 3.6 %, and 
also for a new 3 % loan to be issued at a price of 86. There was also 
a letter from Moret, submitted by K. A. Wallenberg. Moret proposed 
only one new loan of 3 %, to be issued at 87 or possibly at 8772. The 
board decided to reject Tietgen’s offer and to open negotiations with 
Moret. On the following day Wallenberg followed up with a letter to 


185 


1894—1899 


the Chairman of the Commissioners, full of detailed but unofficial 
proposals which closely resembled to Moret’s plan. The effective interest 
on the new loan should be 3.4 % (which was the lowest rate ever paid 
by the state). This offer was much better than the one Wallenberg had 
previously made in February. The new offer was so framed that the 
lending consortium would bear the risk of possible loss of interest, thus 
assuring the National Debt Commissioners of adequate funds, six 
months in advance, to redeem their unconverted bonds. 

The battle was not yet over, however. Many Swedish and foreign 
banks were interested. Tietgen himself came to Stockholm. On 17 May 
there was another meeting of the Debt Commissioners. This time Moret 
submitted a formal application from the Crédit Lyonnais; the terms 
included an effective price of 89 and an agreement to co-operate with 
any houses nominated by the Commissioners. Stockholms Handels- 
bank also submitted an offer in which they were associated with the 
Banque de Paris, Hambros and certain others. While the meeting was 
going on Frenckel submitted a letter enquiring about the terms which 
were to be used as a basis for discussion. The Debt Commissioners had 
by this time decided to postpone the large conversion of the 1880 loan, 
and a memorandum was sent off to Freenckel with terms corresponding 
to the principles of the Crédit Lyonnais offer. The loan was to amount 
to 50,000,000 francs of which half was to be used for conversion. On 
19 May, however, the board restricted the operation to a simple con- 
version and Frenckel stated that he could no longer stand by his offer. 
Frenckel’s approaches to the Crédit Lyonnais had been rebuffed and he 
now appeared as the spokesman of another consortium, including two 
of the houses with which the Crédit Lyonnais wanted to co-operate. But 
once the transaction assumed smaller proportions Frenckel obviously 
could hold his consortium together no longer. Wallenberg’s position was 
more favourable because he had long been suggesting to the Crédit Lyon- 
nais that they should make small loans as a preparation for the large 
operations. Frenckel’s failure, on the other hand, meant that the mem- 
bers of his consortium were now free to join new associations. 

In fact, on the very day that Frenckel withdrew, K. A. Wallenberg 
sent a telegram to Marcus Wallenberg in London, asking him to join 
Rosselli, the head of the Crédit Lyonnais’s London office, in inviting 
Hambros’ co-operation in the loan. The telegram concluded with the 
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words “Loki is opposing us at Hambros.” Rosselli confirmed the suspi- 
cions about Loki, i.e. Mannheimer. Moret held that the Banque de 
Paris, represented by Skandinaviska Kredit AB, was their most danger- 
ous rival. It was this Swedish bank which was responsible for the fact that 
the co-operation of Hambros was made “une condition sine qua non.” 
There is clear evidence that one result of Frenckel’s being forced to 
withdraw was that Skandinaviska Kredit AB thought it saw a chance of 
regaining its position as the issuing house for Swedish government loans. 
Its failure to do so was due to Hambros’ transfer to the Crédit Lyonnais 
group. 

On 22 May K. A. Wallenberg and the Chairman of the National 
Debt Commissioners signed a draft contract in which the Crédit Lyon- 
nais, Hambros and SEB were named, with the understanding that there 
should be other participants. Wallenberg then set out for Copenhagen 
and Hamburg. Behrens was one of the people nominated by the Com- 
missioners, and if his co-operation as well as that of the Landmands- 
bank was assured, Moret felt that they would have nothing to fear from 
the Comptoir d’Escompte. The Banque de Paris was still a dangerous 
rival, but if Wallenberg could win over Gliickstadt, Tietgen and Beh- 
rens, the only possible remaining ally for the other side was Skan- 
dinaviska Kredit AB. The Banque de Paris would then be compelled to 
make overtures to the Crédit Lyonnais. One main object of all these 
manceuvres was the big conversion of the 1880 loan and an agreement 
about this was reached by the participants in the current operation. 
K. A. Wallenberg’s connexion with Gliickstadt’s consortium was very 
useful on this occasion in helping to isolate the rivals of the Crédit 
Lyonnais. 

Wallenberg’s journey was successful as far as Behrens and the Land- 
mandsbank were concerned, and on 28 May the final agreement was 
signed and the “umpteenth loan dinner” consumed. As in 1890 the Riks- 
bank joined in. The shares were divided among the participants so that 
the Crédit Lyonnais and Hambros each took 25 %, SEB 22 %, the 
Landmandsbank and Behrens 10 % each and the Riksbank 8 %. Thiel 
only came into it in so far as he signed on behalf of the Landmandsbank 
and Behrens. 

The agreement was a personal triumph for Wallenberg. His de- 
pendence on Thiel in such matters was almost at an end and he had 
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defeated the attempts of his most dangerous rivals to prise him loose 
from the position he had won in the French market in 1891 

According to the terms of the contract the consortium had agreed to 
take over 25,000,000 francs worth of 3 % stock at a price of 89%. 
For a reduction of 1 per cent in the price the consortium would be 
responsible for the payment of the interest on the new loan until 15 June 
1895 in exchange for the right to collect the interest on the old one. 
The old 4 % loan would then be redeemed to the extent that the old 
bonds had not been exchanged for new ones. A deduction of */2 % was 
made to cover foreign stamp duty, thereby lowering the take-over price 
to 88. 9,730 bonds were converted in Paris, 8,123 in London and 25 
in Stockholm, the total amounting to a nominal value of 8,939,500 
francs. The remaining bonds to a nominal value of 16,060,500 francs 
were issued immediately at a price of 91 */2. Almost the whole of the 
amount, bonds to a nominal value of 15,310,500 francs, was sub- 
scribed for in Paris within two days. Moret was highly pleased by such 
an excellent result. A great part of the loan had in fact been transferred 
to the French market. 

The consortium immediately received a large sum of money. 
13,000,000 francs of it would not have to be handed over to the 
borrower until June 1895. The Crédit Lyonnais could not offer the 
consortium more than 2 %, a rate which neither the Landmandsbank 
nor Behrens would accept since they took the view that each member 
of the consortium shold be able to invest his own share. After a certain 
amount of argument it was agreed that the money should be distributed 
among the members. In April Marcus Wallenberg was hoping for 
funds of this sort when there was talk of SEB’s taking part in the 
Norwegian loan; in May, in order to carry out the financing of Salt- 
sjobanan, SEB had had to borrow money very expensively (p. 156). 
When SEB received its share from the consortium at the beginning of 
August, the position changed. SEB received 2,061,000 kronor of 
which 374,000 was surrended to the Diskontoférening. Soon after- 
wards Marcus was reporting that “the till and the portfolios are filling 
up,” and urged the buying up of Saltsjébanan bonds to prepare the 
way for the future placing of a new and larger issue. The investment 
of the government loan funds was mainly carried out abroad, at between 
2 and 3*/: %, most of it with the Nationalbank fiir Deutschland. When 
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the interest on one investment fell to 2 %, the funds were used to buy 
£ 20,000 sterling as the pound was then cheap; this sum was lent to 
Norrbottens Enskilda Bank at a rate of interest of 3+/, % until 1 June 
1895, when it was expected that the pound exchange rate would be less 
favourable. This was an example of a foreign exchange transaction being 
used to make lending more profitable. 

It is impossible to discover exactly how all the loanable funds were 
used, but the transactions expressly recorded in the books brought in 
altogether 32,100 kronor. This must be added to the profit from the 
consortium of 18,900 kronor, which also appeared in the books, making 
a total profit for the bank of at least 51,000 kronor without any need 
ever arising to call in any of the bank’s money. On the contrary the 
transaction placed funds at the disposal of the bank at a time when it 
was hard pressed. 


2. Competition for the Swedish conversion of 1895 


When the arrangements for the Swedish government loan of 1894 were 
made the leaders of the consortium had two further ends in view: firstly 
to bring about the big conversion of the 1880 loan and secondly, as a 
more general aim, to secure the entry of the Banque de Paris into their 
group. K. A. Wallenberg had persuaded Tietgen to work to this end. 
As Gliickstadt was already in, this meant that “le chien et le chat” would 
work together as friends, even in the field of Danish banking. By 
September 1894 K. A. Wallenberg was already in action again. 
Frenckel had been in Paris and this worried him. The Norddeutsche 
Bank said that they were so tied up with Frenckel that they could not 
keep him out of this transaction. Wallenberg thought that Behrens should 
try to get support from Rothschild in Frankfurt so that Frenckel could 
not win over Rothschild in Paris; the Norddeutsche ought to join them 
and give Frenckel a sub-allocation. Moret and Tietgen were both given 
reminders of the importance of ensuring the co-operation of the Banque 
de Paris. The situation looked promising. After his arrival in London 
in November, Knut wrote “I saw Tietgen in Copenhagen; he was at the 
steamer to meet me with a carriage. Mannheimer I had arranged to meet 
at the hotel. In Hamburg I called on Behrens, and here I have seen 
Rosselli and Hambro. As far as the loan is concerned all is peace and 
concord. Frenckel will probably be harmless but we had better continue 
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to keep an eye on him.” Knut seemed to feel that he was now well in 
with the great financiers, and his plans for a big consortium appeared 
likely to succeed. 

K. A. Wallenberg went to Nice for a time, but then trouble broke 
out. Behrens deserted the group and went over to Rothschild. Knut 
wrote to Marcus that he was “furious at Behrens’s dirty trick and have 
told them so in a plainly worded telegram. I am also exchanging views 
by telegram with Mazerat who heard of the treachery from the Nord- 
deutsche. Now we must get the loan, or else make sure that it doesn’t 
come off at all. Don’t do anything about the Dresdner Bank until I have 
seen Mazerat in Paris. I am going there on Tuesday.” It had clearly 
become a matter of prestige for Knut to secure the loan. 

After a few days in Paris, Knut saw the situation in a rather more 
cheerful light. “Thanks to Behrens’s breach of promise,” he wrote, “I 
have managed to put some life into both the ‘Crédit Lyonnais and the 
Banque de Paris so that it won’t be easy for Rothschild to get the loan. 
On the other hand the Norddeutsche Bank were with us but now seem 
to want to follow Behrens’s example, but I'll try to clear the air with 
them on my way home.” He also mentioned a new Danish State loan in 
which he had secured a share, apparently allocated by the Privatbank. 
SEB was at the same time offered by the Landmandsbank a share in a 
conversion operation for Norges Hypotekbank. Marcus Wallenberg 
wrote a letter to Knut in which he voiced his concern about the risks 
inherent in the strong competition and in the formation of the con- 
sortium. The group which succeeded in winning the loan might well come 
off the worse. “Would it not be better,” he suggested, “if we all divided 
the kitty between us, giving everyone a reasonable profit? The Land- 
mandsbank may well cool off when they learn that Tietgen is in the 
group,—and then you'll be a general without any soldiers.” This par- 
ticular difficulty apparently was not the worst one. On his way home 
K. A. Wallenberg visited both Tietgen and Gliickstadt. The latter put 
his doubts on paper not long after. His bank had received too small a 
share and in addition he distrusted the French banks;—during the nego- 
tiations for the previous loan they had treated the other members of the 
consortium “like shadows one doesn’t need to notice.” Gliickstadt’s 
irritation is understandable. Membership of a French consortium, with 
its leadership concentrated in Paris, gave him the feeling that he had no 
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influence on its decisions. Tietgen, who had carried on business of this 
kind in Paris for a long time, can hardly have reacted so strongly and 
it was obviously Gliickstadt who needed reassuring. Wallenberg wrote 
to both men, but while his letter to Tietgen was in formally courteous 
tones, that to Gliickstadt dealt with realities. He promised that the Land- 
mandsbank should have an especially favourable status and suggested 
that Gliickstadt should use Thiel as an agent to provide him with fuller 
information—Gliickstadt had known and trusted Thiel for many years 
and this might lessen his suspicion. It was a flexible linking of the old 
and the new. 

K. A. Wallenberg’s “clearing the air” with the Norddeutsche Bank 
seems to have had the intended effect, as afterwards their director, 
Schinckel, telegraphed to say that they were free to join Wallenberg’s 
consortium. Wallenberg, in his turn, telegraphed to Mazerat that if he 
would place not a third but half of the conversion at his disposal, he 
could win over the Norddeutsche Bank and its allied banks in Berlin 
and Frankfurt. Once Mazerat had agreed, K. A. Wallenberg announced 
triumphantly to Tietgen that the Rothschild group were routed. The 
Norddeutsche Bank had brought in with it the Diskontogesellschaft, as 
well as Bleichréder who had left the consortium when Behrens did. 
Behrens had “got his just reward,” Wallenberg said, “and now that he is 
right outside he is beginning to intrigue and trying to build up a new 
consortium with Berlin. Pro primo I think he is very unlikely to succeed, 
pro secundo { intend this very week to try to come to some agreement 
with the National Debt Commissioners. — — — However, we must act very 
quickly, or else they will get wind of the fact that there is no competition, 
and then either we shall have to pay something like 93 or 94, or else 
they will decide to wait. I have sent for M. Moret; en cas de besoin he 
may have to tap out a tune on the telegraph.” He did not believe that 
the Debt Commissioners would contemplate stamping down the loan to 
31/2 %, “though the Germans will probably urge this, as it would transfer 
to them the major portion of the business.” 

On 10 January, K. A. Wallenberg and Thiel addressed a memoran- 
dum to the National Debt Commissioners on these lines, stating that the 
Crédit Lyonnais, in association with the Banque de Paris, Hambros, the 
Norddeutsche Bank, the Discontogesellschaft, the Landmandsbank, the 
Privatbank, Skandinaviska Kredit AB and SEB, were prepared to take 
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over a 3 % loan intended for the conversion of the 1880 4 % loan. For 
this transaction the consortium proposed to go up to a price of 94 2 for 
as many bonds as were needed for the repayment of the first issue of the 
1880 loan, and to keep an option on the same price up to 15 March 
for two subsequent issues. If the National Debt Commissioners preferred 
the stamping down method the consortium was prepared to submit an 
offer for this at 31/2 %. Stamping down was expressly put in second 
place. 

The Debt Commissioners, however, did have other possibilities to 
consider. They decided to invite offers both for a new 3 % loan and for 
a stamping down transaction at 31/2 %. The Dresdner Bank and Roth- 
schild in Paris, who had been interested earlier, were to be informed. 
After an exchange of-telegrams lasting for several days Rothschild and 
two Hamburg firms withdrew, but two representatives arrived from 
the Dresdner Bank to negotiate a conversion in association with Stock- 
holms Intecknings Garanti AB and Industrikredit AB i Stockholm. 
They demanded that sealed tenders should be submitted. The Wallenberg 
group submitted an offer for the new loan only, saying that they were 
not interested in stamping down. What the French banks were interested 
in was the transfer of part of the loan stock, of which more than three 
quarters was placed in Germany and England, to France. The Dresdner 
bank consortium, however, submitted offers for both alternatives, and 
for a combination of them. This consortium had also found an ally in 
one of the big French banks, the Société Générale. A letter from Moret 
expressing readiness to submit an offer for stamping down arrived after 
the prescribed date and was not considered. The offer from his con- 
sortium was rejected as its net price was lower than the corresponding 
bid made by the Dresdner Bank and the stamping down offer by the 
Dresdner Bank was accepted. 

Thus K. A. Wallenberg’s attempt to organise a big consortium failed. 
He maintained that this was largely due to the French, who had taken 
too long to settle a price and were too reluctant to engage in a stamping 
down transaction. From a letter written before the prescribed date for 
tendering, it is clear that he wished to offer 95, not 94%, which was the 
figure finally offered. The Dresdner Bank bid 94 15/1c. The failure in 
fact resulted in very little loss of prestige for K. A. Wallenberg among his 
associates. Moreover the operation had given him some useful practice 
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in the task of creating and maintaining a consortium. It had also brought 
to light a significant clash of interests between French and German 
banks in the techniques of managing a conversion. 


3. Finnish contacts 


When Tietgen was promoting co-operation between the Crédit Lyonnais 
and the Banque de Paris, he had in mind an expected Finnish govern- 
ment loan. When the loan was actually arranged in January 1895, 
Moret, who should have been in charge of the negotiations, was in Stock- 
holm to deal with the Swedish conversion. His consortium was successful, 
however, in the competition for the Finnish loan, with some help from 
K. A. Wallenberg who was able to make use of SEB’s old connexion with 
Finlands Bank. The loan was soon placed and was regarded as a com- 
plete success. SEB was allocated 2,000,000 of the 18,000,000 Finnish 
marks loan and thus played a part in the introduction of Finnish govern- 
ment securities to the French capital market. 

A few months later came another opportunity to develop Finnish 
connexions still further when AB Stadernas i Finland Hypotekskassa 
(an urban mortage company) was founded. The head of Helsingfors 
Folkbank, Emil Schybergson, came to Stockholm to raise money for 
the first issue of bonds. The bank he approached first was Skandina- 
viska Kredit AB, because the newly-appointed manager of its Stock- 
holm branch was Karl Langenskiold who was of Finnish origin and had 
been engaged in banking in Finland. The loan had in fact already been 
secured by Behrens, but Langenskidld had not quite understood this and 
began negotiations in other quarters, thereby denying himself the chance 
of association with the venture. Schybergson then turned to K. A. Wal- 
lenberg, who was at first very doubtful because he was anxious not to 
offend Langenskidld. From a letter to his stepmother we learn that after 
the death of Davidson Skandinaviska Kredit AB had been “offering a 
friendly paw. Mannheimer is talking about co-operation, and Langen- 
skidld has called on me, both in my office and at home, two years after 
his arrival here. It really is a relief to be rid of that incorrigible old 
slanderer.” His doubts were resolved, however, and he not only accepted 
the offered participation in the Finnish loan but took an active part in 
the negotiations with Schybergson, Behrens and Gliickstadt. In June he 
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visited Helsinki where he accepted another batch of bonds for disposal, 
thinking in particular of the Danish market which, as he reckoned, was 
accustomed to handling Russian securities. He proved to be right but 
Gliickstadt became so eager to handle more of this paper that some 
friction developed between them. He was satisfied, however, when Wal- 
lenberg explained the position clearly and pointed out what a good piece 
of business SEB had put in the way of the Landmandsbank. Attempts 
were made to place these bonds in the Swedish market also and the Sma- 
land bank probably took bonds to the value of 250,000 Finnish marks. 
At the end of the year another lot of bonds to the value of 3,000,000 
Finnish marks was to be sold, but the Swedes, though accepting a quota, 
said they preferred to sell them in Finland. “Stamp duties and the diffi- 
culty of securing cover in Finnish marks just about balance any profit 
that could be made from a better price in Sweden.” The loan was issued 
under Behrens’s leadership. SEB participated but does not seem to have 
placed any bonds. It did place bonds, however, in the following year 
when a batch was taken over in association with Helsingfors Privatbank, 
just founded by Schybergson. In contrast with the first occasion Finnish 
marks were now made available. In the years that followed, loans were 
arranged together with Behrens for Stadernas i Finland Hypotekskassa; 
on one occasion K. A. Wallenberg remarked that the consortium ought 
to grant a particular loan under discussion merely for the sake of con- 
tinuity. He clearly preferred to use Germany and Denmark rather than 
strain the Swedish market. 

SEB’s business with Staédernas i Finland Hypotekskassa was trans- 
acted either in Germany or in the Northern countries. The securities 
were placed, according to circumstances, in Germany, Finland, Den- 
mark or Sweden. This was also true of the Finnish municipal loans that 
followed. In every case the margin of profit was very small in relation 
to the trouble these loans caused, and they never brought in any loanable 
funds. Business offers were never turned down, however, for they meant 
that contacts would be made in Finland which might prove useful in 
other connexions. 

Apart from government loans, there was one other field of Finnish 
finance in which K. A. Wallenberg was particularly interested, namely 
the bonds of Finlands Hypoteksférening (a rural mortgage society). The 
Crédit Lyonnais had been interested for several years in Scandinavian 
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mortgage bonds which were nearly as secure as government paper. In 


_ June 1895 Wallenberg suggested that the Crédit Lyonnais should take 


over a 3*/2 % loan for Finlands Hypoteksférening. The French did 
not seem interested, however. Wallenberg suspected that this lack of 
enthusiasm was caused by the heavy stamp duty imposed in France on 
securities other than government securities but, as he explained to 
A. Charpentier, Governor of the Bank of Finland, if the Crédit Lyon- 
nais was unwilling, “we can always form another consortium.” The loan 
was finally arranged through the Dresdner Bank, and SEB probably took 
some part in the transaction. 

Subsequent attempts to introduce the bonds of the Finlands Hypo- 
teksfOrening to the French market foundered on the same snag of 
French taxation. A government guarantee of the securities did not suf- 
fice, because, as Moret put it, the State was not the “débiteur principal, 
ce qui est la condition indispensable.” Certain securities were simply not: 
suited to the French market. But it is obvious that this did not prevent 
K. A. Wallenberg from participating in Finnish loans since there were 
other markets besides the French which could be used, even though SEB 
in consequence merely played a minor réle and obtained insignificant 
returns. 


4. Norway seeks foreign capital 


Until 1897 only the government and government institutions in Norway 
were allowed to raise money through issues of bonds. Large borrowing 
was carried out by Kongeriket Norges Hypotekbank and in contrast 
with Swedish practice such loans were generally placed on the domestic 
market. Even with the conversion loans issued in the 1880s, no less than 
62 % remained in Norway. Both these conversions and the later one of 
1895 were carried out with the help of the Gliickstadt consortium. The 
1895 conversion amounted to 60,000,000 kronor, plus an additional 
issue of 12,000,000 kronor, all at 34/2 %. In fact bonds to a value of 
only 37,500,000 kronor were converted and the consortium had to 
place the rest. Indeed this loan marked a turning-point, as the greater 
part of the bonds of the Hypotekbank passed into foreign hands.* 


1 A. Kaartvedt, Norges Hypotekbank. 


195 


1894—1899 


About this time the Norwegian government was faced with the need 
to borrow considerable sums of money. The reasons were mainly po- 
litical: partly internal, partly the growing desire for independence from 
Sweden. Protracted discussions resulted in the so-called ‘railway com- 
promise’ accepted by the Norwegian Storting in 1894, whereby it was 
agreed that the Bergen railway should be built but which also led to a 
considerable amount of other railway construction. In the following 
year feelings against the Union with Sweden ran so high that funds were 
raised for buying armaments.” 

K. A. Wallenberg was in a good position to watch the growth of this 
need for money and to be able to satisfy it. The Norwegian Treasury had 
had an account with SEB ever since 1866 and Norges Bank since 1875. 
From the late 1880s there was regularly between 500,000 and 1,000,000 
kronor standing to the credit of these two accounts. Moreover K. A. 
Wallenberg maintained constant contact with his brother-in-law Oscar 
Nickelsen who kept him well informed; his connexion with Gliickstadt 
kept him in touch with the consortium to which in the past Norway had 
usually turned for loans; and through the Crédit Lyonnais he had access 
to a market which Norway was anxious to use. 

The fact that the Landmandsbank and Behrens had co-operated in 
the Swedish conversion loan of 1894 may well have been the reason for 
their offer to SEB of a share in the Norges Hypotekbank loan of 1895. 
The results in the end were reasonable, but it took a long time to place 
all the bonds. This in itself was an indication of the need for a new 
market and, while Gliickstadt was busy with the Hypotekbank loan, 
K. A. Wallenberg succeeded in finding one for the Norwegian govern- 
ment. In the spring of 1895 he felt the time was ripe for re-opening 
the question of the Ofoten Railway (p. 231). To do this he had to be 
on good terms with the Norwegian government. In addition he was 
anxious to provide business for the Crédit Lyonnais after the failure of 
their bid for the Swedish conversion loan. The Swedish decision to buy 
the West Coast Railway for the state appeared likely to provide an oppor- 
tunity but his hopes were frustrated when the National Debt Commis- 
sioners decided to finance the operation by issuing 3.6 % bonds on the 
domestic market. K. A. Wallenberg put in an offer on behalf of the 


* W. Keilhau, Det norske folks liv og historie, X, 392, 419 f. 
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Crédit Lyonnais, but it was turned down and the greater part of the loan 
went to the Post Office Savings Bank. Wallenberg was in touch, how- 
ever, with Ole Furu, the Norwegian Minister of Finance, but in May 
Furu told him that there was very little likelihood of a government loan 
that year. 

The main reason for the postponement of the government loan must 
have been the political crisis which blew up between Norway and Swe- 
den in the winter and spring of 1895 over the question of separate con- 
sulates, which the Norwegian left-wing was demanding. The Swedish 
press grew more and more hostile, right-wing papers even urging resort 
to arms, and military preparations were actually initiated in both Nor- 
way and Sweden. On 11 May Sweden revoked the law, generally fa- 
vourable to Norway, governing commercial relations between the two 
countries; on 17 May the Riksdag granted more money to the military 
contingency fund; and on 1 June a new Foreign Minister unfavourably 
disposed towards Norway was appointed. Faced with such measures 
the Storting gave way, but the left-wing party became a firm sup- 
porter of rearmament. On 20 June they proposed a motion to increase 
armaments, to be financed partly by a domestic 4 % loan of 12,000,000 
kronor. The postponed loan question was consequently reopened, but 
for a very different purpose. 

Although the money to be borrowed was intended for use against the 
Union, Furu continued to work through established channels and en- 
quired if K. A. Wallenberg and SEB were interested, saying that he did 
not think it was likely that anyone outside Scandinavia would be inter- 
ested in an internal Norwegian loan. Wallenberg saw that here was an 
opportunity to oblige both Furu and the Crédit Lyonnais. He suggested 
to Furu that a loan issued solely in kronor would be more expensive 
than one also issued in some foreign currency and that the co-operation 
of some powerful banking firm abroad should be sought. He also wrote 
to Moret who immediately announced his willingness to come to Stock- 
holm to discuss the suggestion. Furu then told Wallenberg that the two 
biggest commercial banks in Kristiania had probably formed a con- 
sortium with other important bankers to take over the loan; SEB, how- 
ever, could arrange to be represented instead by Kristiania Handelsbank. 
In the preamble to the Bill he put before the Storting, however, Furu 
recommended that the loan should be an internal one. He nevertheless 
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arranged for the SEB consortium to come in behind the fagade of a 
Norwegian bank. 

K. A. Wallenberg from the start made it plain to the Credit Lyonnais 
that a high price would have to be paid for the loan, between 98 4 and 
99 net. If this was not acceptable there would be no point in Moret’s 
coming. Tenders were to be submitted to the Norwegian Treasury by 
15 August, and Furu pointed out that he did not consider himself 
strictly bound by the terms contained in the official announcement. The 
bonds might therefore be made payable in Hamburg, Copenhagen and 
Stockholm. In reply to a question from Wallenberg he said that it should 
also be possible to make them payable in Paris. It is clear that Furu had 
not realised until then that the French capital market would be inter- 
ested, and had only thought in terms of the Scandinavian and German 
markets hitherto used by Norway. Both Wallenberg and Moret went to 
Kristiania to submit a tender for the loan, and together they called on 
Furu. Their tender was in fact submitted in the name of Kristiania Han- 
delsbank, and for form’s sake some of the loan was to be made available 
for subscriptions from within Norway. The tender stipulated a price of 
99.40 and was accepted. Though there was no international competition 
for the loan the price paid was a high one. Spéculation in the press had 
not put the figure higher than 98. 

Placing the loan in Paris took longer than usual, partly because of 
rumours of Norwegian mobilisation, but all the bonds were disposed of 
by 5 October at prices above par, and the profits of the consortium 
amounted to 296,000 francs. SEB’s share, together with the commission 
for negotiating the deal, came to 59,000 kronor. All in all it was good 
business both for the bank consortium and for the Norwegian govern- 
ment. 

On the other hand anybody who helped to meet Norway’s need for 
funds could, under the circumstances, hardly expect to be popular in 
Sweden. A few days after the conclusion of the deal it was known who 
had taken over the loan. The Swedish papers carried sarcastic articles 
about the Norwegian ‘internal’ loan and K. A. Wallenberg was violently 
attacked by Stockholms Nyheter for allowing himself to be moved by 
cosmopolitan and capitalistic considerations rather than by patriotism. 
His old enemy, the evening paper Aftonbladet of course did not waste 
such an opportunity of assailing him. Moreover, the King himself in- 
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formed K. A. Wallenberg of his displeasure and the Riksbank began 
to refuse to sell Danish and Norwegian kronor; this last, according to 
Marcus Wallenberg, because they feared the outflow of Swedish kronor 
as a consequence of the Norwegian loan. 

SEB thus completed its first Norwegian loan but at the cost of a 
good deal of unpleasantness at home. Nevertheless important advantages 
had been gained through the establishment of good relations with the 
Norwegian Treasury. The transaction had been completed, like the 
Swedish loan in 1891, by means of bold strokes without the need to es- 
tablish a large consortium. Gliickstadt and his allies had been excluded, 
but the fact that a share was allocated to Finlands Bank shows that there 
was still a desire to keep a consortium in being for Scandinavian loans. 


5. The Norwegian government loan of 1896 


In the spring of 1896 the question of a Norwegian government loan 
came up for discussion again. K. A. Wallenberg had maintained contact 
with a senior official of the Norwegian Treasury, T. C. I. Platou, and 
learned from him of the government’s decision on 20 May to issue a 
new government loan of 25,000,000 kronor. One reason for the issue 
was stated to be the opportunity to take advantage of the low rates of 
interest then prevailing in Europe. This might have been a favourable 
opportunity for conversion and the editor of Farmand, Einar Sundt, 
indeed wrote to K. A. Wallenberg on this matter. He was in favour of 
one large 3 % government loan which might be disposed of piecemeal 
as required, either for borrowing or for conversion operations. Wallen- 
berg replied that this method would hardly be feasible for the projected 
loan, but he did mention the idea to Platou. The latter replied that his 
government had considered the possibility but had finally decided to 
postpone the conversion. 

Meanwhile Sundt called on Kildal, the Finance Minister, and in the 
course of the interview quoted certain passages from Wallenberg’s letter. 
Wallenberg was distinctly worried when he heard this, though Sundt 
assured him that his name was never mentioned. He begged Sundt to be 
particularly discreet and advised him “as a business man, never to offer 
advice, but rather to praise whatever goods the customer fancies, even 
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if he can get something just as good at a cheaper price.” But Sundt ought 
to educate his readers about Norwegian economic affairs. 

Wallenberg at once informed the Crédit Lyonnais about the impend- 
ing loan, but no sooner had Moret heard the news than he read in 
Le Matin that the difficulties between Sweden and Norway were be- 
coming acute. War was said to be imminent. Wallenberg found it 
necessary to reassure Moret, saying that Le Matin’s story was the 
merest rumour and at the same time that he had been invited by his 
old associates in Copenhagen and Germany to co-operate in the Nor- 
wegian loan. He asked to be informed by telegram whether the Crédit 
Lyonnais would come in or not; the answer came that they were willing 
to co-operate along the same lines as in the previous year. The Banque 
de Paris was in too, and Tietgen could have a share if that was of any 
use, but preferably no one from the German groups. With such a small 
loan it was not necessary for all the competitors to disappear and there 
were better opportunities for placing the loan in the French market 
than in the German one. K. A. Wallenberg in fact let it be known that 
he in no way depended on the co-operation of the Crédit Lyonnais, as 
he could work with Gliickstadt whose consortium had for a long time 
taken up the greater part of the Norwegian loans. The Crédit Lyonnais 
was entirely reliant upon the capacity of the French market. 

Competition seems, however, to have been stiffer than was originally 
anticipated. K. A. Wallenberg declared that the price of 97’2, which 
had been suggested in Paris, was inadequate in view of the competition 
and that before he and Moret went off to Kristiania they must have a 
reasonable margin for manceuvre; there would be no time for consulting 
Paris. It soon became clear that no fewer than six syndicates would be 
in the battle, among which one group included the Dresdner Bank, and 
another Hambros. Gliickstadt represented his usual group, with the 
addition of the Comptoir d’Escompte which gave him access to the 
French market. Under these conditions other factors than the ease of 
placing the loan might be decisive. The loan was being raised to a great 
extent before the money was actually needed, so that the rate offered by 
the consortiums to the government on the loanable funds might well be 
the crucial factor. As the press pointed out, the Germans could offer a 
better interest rate though not so high a purchase price. K. A. Wallen- 
berg, however, had shown no interest in German co-operation and had 


200 


THE NORWEGIAN GOVERNMENT LOAN OF 1896 


turned down the offer of the Dresdner Bank. On his departure for Kris- 
tiania, however, he was well aware of the great demand for credit in 
Sweden (p. 180), which meant that he could offer a good price for loan- 
able funds. 

On 29 June 1896 the loan contract was signed; the Crédit Lyon- 
nais and the Banque de Paris each took 34 %, SEB took 28 % and 
Kristiania Handelsbank took 4 % of a 3 % loan of some 25,000,000 
kronor (also quoted in francs and pounds), at a price of 98%. For 
amounts redeemable before the end of 1896 the lenders paid 1% %, 
by the middle of 1897 2%, and after 15 July 1897 24/2 %. Ac- 
cording to a special agreement on investment the Crédit Lyonnais 
would invest 6,670,000 kronor to the end of the year at 14/2 %, and 
5,000,000 kronor at 2 % for one year at least. SEB on the other hand 
would take up 3,330,000 kronor redeemable at two months, but for 
not less than six months and not more than one year, and pay 2 % on 
that sum; and then take up for at least a year a further 5,000,000 kro- 
nor redeemable in six months, and pay 3 %. SEB in fact was paying 
at least 1 % higher interest than the Crédit Lyonnais. The resultant 
high average rate of interest naturally increased the competitive strength 
of the bid. That SEB could do it at all must have been because they 
knew they had immediate use for as much as 8,330,000 kronor, at this 
or a higher rate. 

The possibilities of investment in the Swedish market have already 
been discussed, and there is an account in the next chapter of the 
conclusion of an agreement to lend 4,000,000 kronor to Gustaf de 
Laval, the leading Swedish industrial promoter at that time (p. 212). 
K. A. Wallenberg had already reached an agreement in Kristiania with 
Gliickstadt, who had just been defeated in the competition for the Nor- 
wegian government loan, to participate in the investment on the original 
terms. Gliickstadt probably took over 2,000,000 kronor or more at the 
very high rate of 3 % for at least a year. The original cost for SEB of 
half the money for de Laval was only 2 %, but on the other hand it 
was short-term money. K. A. Wallenberg had allowed Gliickstadt to 
share in the investment of the funds; another of his defeated fellow com- 
petitors whom he brought in afterwards was Hambros who, together 
with the Privatbank, took small sub-allocations from the French banks. 
The biggest subsidiary share, 2,000,000 kronor, was allotted by SEB 
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to Finlands Bank. In addition the Diskontoférening and Kristianstads 
Enskilda Bank were each granted 300,000 kronor and Kopparbergs 
Enskilda Bank 100,000 kronor, allotments which were clearly in the 
nature of rewards to these provincial banks for past services. The inclu- 
sion of the Landmandsbank, the Privatbank, Finlands Bank and Ham- 
bros was much more significant. 

Hambros’ participation was obviously planned with a view to possible 
conversion and indeed this question was taken up by the Norwegian 
authorities on the very day after the conclusion of the loan. Using Wal- 
lenberg as agent, they made preliminary enquiries in Paris, but without 
success. A sudden weakening of the market caused the Crédit Lyonnais 
to realise the completed loan at a low rate and they reduced their com- 
mission by half, a fate which SEB escaped. The Crédit Lyonnais shoul- 
dered the whole responsibility for the enforced transaction. The cause 
was probably a big Russian loan which was issued that summer,—and 
over-subscribed in France 22 times. The placing of the Norwegian loan 
was not completed until 11 September and then mostly in the provinces. 
The profits of the consortium were only 0.49 %. 

All the same, neither the Norwegian government nor SEB had any 
cause for complaint. The Norwegian Treasury collected about 6,950,000 
kronor at a low rate and deposited it in banks all over Scandinavia, 
including 2,450,000 kronor in ten Norwegian banks. SEB’s direct 
profit was 57,000 kronor plus an addition of 5,000,000 kronor to its 
loanable funds. Moreover these funds were increased at a moment when 
the demand for money on the Swedish market was rising steadily; so 
much so that a few months later the Riksbank discount rate was raised 
by as much as one per cent, and a period of rising interest rates was 
inaugurated. The temptation to concentrate on this type of business 
must have been very great, since an expanding economy with the prom- 
ise of good profits means that borrowers are willing to pay highly for 
credit; these bond transactions enabled the bank not only to supply such 
credits but also to earn money in the process. 


6. Norwegian, Danish and Finnish loans, Autumn 1 &97-Spring 1898 


The drain on funds in the French money market, which put an end to 
the plans of the Norwegian government for a loan conversion, lasted 
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into the following year. In May 1897 the London bank rate, which had 
remained constant at 2 % for more than two years until it shot up to 
4 % in the autumn of 1896, returned to its former level. This was a 
significant point, because it was Hambros who had placed the original 
loan now scheduled for conversion. 

In July 1897 the Kristiania authorities put forward a proposal for a 
3%2 % bond loan of 18,000,000 kronor, of which 8,000,000 kronor 
should be made available on 31 March 1898 for the conversion of an 
older loan; for the time being the remaining sum would probably have 
to be invested. This was the time when Gustav de Laval’s business 
affairs had become badly tangled, with the result that funds tied up in 
his concerns were difficult to disengage and fresh loanable funds were 
desirable (p. 215). 

Until now Kristiania had been getting its finance from Hamburg. 
When K. A. Wallenberg informed Moret of the impending loan the 
latter replied that 372 % bonds, taken over at the price suggested by 
Wallenberg and with a stamp duty of 2 %, would have to be issued 
above par and that the clients of the Crédit Lyonnais did not welcome 
issues above par. If a 3 % issue could be considered, a better price 
could be obtained. He later proposed that the SEB group should accept 
the business, with the proviso that the Crédit Lyonnais should get a 1 % 
commission for disposing of the bonds among its clients. On a separate 
slip of paper Moret wrote in pencil that there was nothing to prevent 
French buyers from obtaining their bonds abroad, thereby escaping 
stamp duty. The Crédit Lyonnais was clearly interested. It was beginning 
to appear possible to avoid the difficulties of the heavy stamp duty on 
all non-government bonds. An essential condition, however, continued 
to be an interest rate of 3 % on the bonds. 

While negotiations were going on with the Crédit Lyonnais Gliick- 
stadt had invited SEB to join a consortium with Hambros, who were 
to place the greater part of the loan though not to invest any of the 
funds. As stiff competition was again to be expected a price of 37/4 % 
might have to be paid for the money, which would remain locked up 
for quite a long time. Gliickstadt showed some irritation at K. A. Wal- 
lenberg’s delay in giving a definite answer. His hesitation arose from 
his attempting to meet the Crédit Lyonnais’s wish for a 3 % loan. An 
approach through Kristiania Handelsbank bore no fruit, but on 28 


203 


1894—1899 


August Oscar Nickelsen told Wallenberg that Burgomaster Christie had 
made it known that an offer for a 3 % loan might well be accepted if 
otherwise more advantageous. Wallenberg informed Moret at once and 
asked for an immediate decision by the Crédit Lyonnais as delay might 
risk the loss of his participation in the Anglo-Danish consortium. No 
reply came until 2 September, but then it was affirmative. Clearly Wal- 
lenberg must have thought the price offered inadequate for he promptly 
joined the Landmandsbank consortium. He made it clear to Gliickstadt, 
however, that if conditions on the English market proved such that it 
would be more profitable to use the French market, he was authorised 
by the Crédit Lyonnais to start a new consortium and make an inde- 
pendent bid; in that case he would himself visit Kristiania. At the same 
time he worked on Mazerat for an offer of a higher price. A few days 
later he travelled to Kristiania, clearly as a result of having prevailed on 
Mazerat, not of a summons from Gliickstadt. ; 

Gliickstadt in fact had another piece of business to transact in Kris- 
tiania, namely an offer on behalf of Hambros for a state loan conversion 
of 30,000,000 kronor. The letters exchanged with K. A. Wallenberg at 
this time contain no mention of this and the first he heard of it was 
evidently on his visit to Kristiania when the bid was already in. Gliick- 
stadt’s bid was accepted by the Norwegian Government; it proposed 
stamping down to 3 %, with a price of 97'/2. Wallenberg accepted on 
SEB’s behalf an allocation of 3,000,000 kronor, stating that he was 
anxious that Hambros should invite the Crédit Lyonnais to participate 
in the state loan; if the Crédit Lyonnais, Hambros, the Landmandsbank 
and SEB co-operated in the Scandinavian loans, they would have no 
need to be alarmed by any competition. 

K. A. Wallenberg acted in accordance with this belief in the negotia- 
tions for the Kristiania loan. Both he and Gliickstadt put in bids, but 
they agreed beforehand that the winner of the loan would invite the 
loser to participate. Wallenberg’s bid was based on a combination of the 
placing capacity of the Crédit Lyonnais and the investing capacity of 
the Scandinavian banks, and it was in fact successful. The members of 
both consortiums were named in the contract: the Crédit Lyonnais took 
over 4,500,000 kronor, SEB 3,900,000 kronor, the Landmandsbank 
2,000,000 kronor, Hambros 2,700,000 kronor, Behrens and the Privat- 
bank 2,000,000 kronor each. The investment figures were 30 % each 
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for SEB and the Landmandsbank and 20 % each for Behrens and the 
Privatbank. 

K. A. Wallenberg had achieved closer connexion with Gliickstadt 
during these Norwegian negotiations. It was also satisfactory that the 
loan in question was municipal, as the placing of such loans on the 
French market presented special problems. 

The Crédit Lyonnais wanted to dispose of the whole issue in France 
at a price of 97 which would include a 2 % stamp duty, a 1 % placing 
commission and a negotiation commission of % %. At their request it 
was arranged that the bonds should be offered for sale in Kristiania at 
the same rate as in Paris. All this was purely a matter of form and all 
the bonds were in fact sold in Paris. After the sale had begun K. A. Wal- 
lenberg wrote from Copenhagen that the Crédit Lyonnais would be 
sending “a letter phrased in accordance with one of the enclosed for- 
mulae, which is to be answered in accordance with the other—all on 
account of the revenue authorities.” In fact from 18 October onwards 
there was a regular exchange of letters of a standardised type between 
the banks. The Crédit Lyonnais issued instructions to SEB (which 
were duly acknowledged by them), to buy up large quantities of the new 
loan at a price of 97 %, including a French stamp. This provided direct 
evidence, as suggested in Moret’s earlier note, that the shares were 
purchased abroad and not issued on the French market, the hope being 
that by this means no stamp duty would be incurred. If the ruse succeed- 
ed the Crédit Lyonnais would take the profit. In the final reckoning the 
group made a profit of 1.53 % on the nominal total of the loan and 
SEB’s share was 82,000 kronor. K. A. Wallenberg was fully entitled to 
tell both Moret and Gliickstadt that he was satisfied; the deal had gone 
through quickly and provided him both with direct profits and additional 
funds for investment. 

The government conversion loan, however, was as much a failure as 
the Kristiania loan had been a success. Hambros did not work with the 
Crédit Lyonnais but with their old Paris connexion, the merchant bank- 
ers E. Hoshier & Co. K. A. Wallenberg considered that in doing so 
Hambros had broken an agreement of 1896 and that this fact was re- 
sponsible for the failure of the conversion. No less than £658,960 
remained unconverted. What happened clearly was that interest rates 
rose before Hambros had time to complete their operations. 
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When K. A. Wallenberg visited Hambros in May 1898 it became 
quite clear to him that for the time being nothing could be done about 
these bonds. Hambros believed that they would be able to sell the bonds 
when discount rates fell again, “but when that will be nobody dares 
to say, as people have begun to whisper about a war between England 
and France about Africa.” He was obviously referring to the clash 
of interests which led to the Fashoda crisis in the autumn of 1898. A 
year later the Boer war broke out and for some years this placed a con- 
siderable strain on the English capital market. Until the first world war 
interest rates never again fell to the low level of September 1897. In 
1898 SEB had to make a payment of 1,500,000 kronor of which only 
372,000 kronor were recovered that year. Hambros granted the right 
to draw sums up to 75 % of the value of the Norwegian bonds and this 
naturally eased the strain on the bank’s funds. No large quantities of the 
bonds were sold until 1903 and 1905, and the last of them were not 
disposed of until 1933-36. The total loss on these transactions may be 
estimated at about 87,000 kronor. 


K. A. Wallenberg’s handling of the Kristiania loan must have been 
one of the factors which persuaded the French to consult him more 
frequently, especially on investment problems. This was to be particular- 
ly important during the negotiation of the large Danish government 
loan for which preparations had been going on for years but which 
reached its final stages in the autumn of 1897. The original negotiations 
were carried out by the Privatbank. It is plain that, when Moret informed 
K. A. Wallenberg in February 1897 that the matter was being taken up 
again in earnest the latter was so far hardly involved. The loan was to 
amount to 70,000,000 kronor of which 59,500,000 kronor were for 
conversion. In addition to the Crédit Lyonnais, the Banque de Paris 
and Hambros, the consortium was to include a German group consisting 
of Mendelsohn, Bleichréder, Behrens, the Discontogesellschaft and the 
Norddeutsche Bank, together with a Danish group comprising the Na- 
tionalbank, the Privatbank and the Landmandsbank. The Swedish Riks- 
bank was also to have a share of 1,500,000 kronor and SEB and Skan- 
dinaviska Kredit AB 1,000,000 kronor each. SEB’s insignificant allo- 
cation was explicable in the light of earlier agreements and of the dis- 
position of the loan which was to be converted. 20,100,000 kronor of 
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its bonds were placed in Germany, 7,300,000 in Belgium, 4,300,000 
in England and 4,200,000 in France. 

When negotiations started in Copenhagen in October, however, 
K. A. Wallenberg was present. Other participants included Thors of the 
Banque de Paris and Moret of the Crédit Lyonnais. Wallenberg nego- 
tiated on behalf of the French in an attempt to persuade the National- 
bank to recommend the loan to the Finance Minister. But first he had 
to persuade the French to raise their bid to an acceptable level. It is 
also probable that he assumed this rdle of intermediary because there 
was no director in the Nationalbank who combined the necessary 
expertise with a knowledge of French. Negotiations were re-opened in 
November by which time the Finance Minister had agreed on a price 
and a rate of interest which might serve as a basis for discussion. K. A. 
Wallenberg now hoped for fairly quick results, but he was disappointed. 
The rate of progress, wrote Knut, was about that of “a louse on a tarry 
plank.” On one occasion they were up until 3 o’clock in the morning, 
sketching out the terms of a bid which he knew would not be acceptable. 
When the bid, which was short of an acceptable figure by 15 centimes in 
every 100 francs, was turned down, the whole rigmarole would begin 
again. “Their pretensions are now higher than last time and, as money 
grows scarcer, they rise still further. How I would like to skin these 
Danish sausages,” burst out K. A. Wallenberg. He disliked long-drawn- 
out negotiations and was annoyed at having his holiday in Nice ruined. 
After much quibbling the necessary adjustments were finally made and 
the contract was signed on 19 November. 

The terms were extremely complicated. According to K. A. Wallen- 
berg the real price was not the 97’4 stated in the contract but 95%. 
The share of SEB was also greater than that stated in the contract. On 
the other hand SEB was to invite Finlands Bank to take a sub-allocation. 
K. A. Wallenberg hoped to make something out of this arrangement; 
there would also be, he wrote, “SEB’s commission for the sweat and toil 
I have endured, 50,000 francs.” Among SEB’s other commitments was 
one to invest its share of the loan at 3 or 3% % for the benefit of the 
consortium until 11 March 1898, when the loan funds were to be 
available in Copenhagen, preferably in kronor, but if necessary partially 
in pounds or Reichsmark. These last conditions made it possible to 
settle the payments in a currency other than that of the country in which 
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the bonds were placed. It is apparent that it was only expected that a 
small part of the loan would be converted. This would result in a transfer 
to a new market, France. The transfer, which would be combined with 
investment, would be the responsibility of the participants in the loan. 
This particular point caused a good deal of concern to SEB, whose 
relations with the Riksbank were at that moment rather strained because 
of exchange problems arising out of the Kristiania loan (p. 85). K. A. 
Wallenberg hoped, however, that payment of the loan funds would give 
rise to a demand for marks. This would ease investment, as short-term 
lending abroad would then be possible, particularly the financing of 
rapport business. 

As there are no ledger entries, possibly because the investment was 
done on the consortium’s account, it has not been possible to discover 
how the funds were invested. The consortium’s profits amounted to 
1.53 %; the proceeds of the investment must have been included in this 
figure. SEB’s share of the profits came to 104,000 kronor. 

The large size of the figure and the fact that the loan came to 
carry a special significance for SEB resulted from the collapse of the 
consortium shortly after the contract was signed. The Swedish Riks- 
bank (p. 85) and all the German houses except Behrens withdrew. 
K. A. Wallenberg was in Nice when the news reached him and he re- 
ported briefly to Marcus concluding with the words, “Prosit! This means 
another 28 7/2 % will be available; Gliickstadt is taking an extra 2% % 
and we have been offered ——-— an additional 4 %, and also 2 % for 
the Bank of Finland. I shall accept providing that we do not have to 
invest the funds at more than 3 % until 11 March, and that we may 
dispose of the equivalent before the end of the year.” In a letter to 
Behrens K. A. Wallenberg recalled that connexions with the Mendel- 
sohn group dated back to the negotiations of 1894 with the Privatbank 
in Copenhagen. Turning to the future, he suggested the advisability of a 
consortium for Northern business whose nucleus consisted of the Crédit 
Lyonnais, the Banque de Paris, Hambros, Behrens, the Landmands- 
bank, Finlands Bank and SEB. The measures adopted by the Riksbank 
and the German houses had one thing in common, they involved a 
departure from previous practice. K. A. Wallenberg did not object to 
such a development, but sketched out a plan in which German participa- 
tion, though slight, would still continue. His new plan, like that put 
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forward at the time of the Kristiania loan (p. 204), contained the names 
of the Crédit Lyonnais, Hambros and the Landmandsbank. Undoubtedly 
these firms were regarded as the cornerstones of the scheme, and each 
was the representative in his own market. 


With the success of the Kristiania loan it became apparent that loans 
other than government ones could be floated on the French market. 
K. A. Wallenberg wanted to go further with this possibility. His first 
attempt concerned a loan under preparation by Norges Hypotekbank. 
The task had to be conducted, he wrote, “by word of mouth”. The 
French pointed out that new regulations about stamp duty were im- 
minent and that meanwhile the situation was confused, but this did not 
prevent Wallenberg from continuing his work. Through Gliickstadt he 
persuaded the Hypotekbank to postpone its loan until January 1898. 
Then Gliickstadt went to Kristiania for negotiations and these resulted 
in Behrens, the Landmandsbank and SEB taking over a loan of 
10,000,000 kronor. Wallenberg made numerous attempts in the mean- 
time to interest the Crédit Lyonnais in various ways, but was always re- 
fused, the difficulty of the stamp duty being given as the reason. It was 
therefore arranged that the loan should be placed on the Scandinavian 
and German markets. As matters turned out, this was most easily done 
in Sweden where nearly three quarters of the sum were quickly sub- 
scribed through SEB. 

The Danish loan was the latest but not the least instance of the capa- 
city of the great French banks for placing government loans. Next on 
the list came a projected Finnish conversion loan, coupled with some 
fresh borrowing for purposes of railway construction. On this subject 
K. A. Wallenberg wrote on 3 January 1898 to Alfred Charpentier, who 
was about to leave Finlands Bank to become Minister of Finance, that 
a slight pause might be desirable “to allow a little capital to flow in 
and replenish the French stocking.” Since 1895 he had provided espe- 
cially generous loan allocations to Finlands Bank, sensing a valuable 
ally in Charpentier. Louis Frenckel, however, who as recently as No- 
vember concluded a loan for Helsinki was already seeking the Finnish 
government loan. As in 1894 he tried to establish a connexion with the 
Crédit Lyonnais, through one of its higher officials who did not normally 
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deal with business of this kind. It was clear, however, that the French 
bank was delaying a definite answer to his proposal. 

Moret and Mazerat immediately informed K. A. Wallenberg about 
Frenckel’s overtures. Wallenberg obtained from Charpentier a definite 
assurance that he would be allowed to compete. But he rejected Moret’s 
suggestion of co-operation with Frenckel in order to avoid having him 
as a rival; they had nothing to fear if they could offer a 3 % loan. He 
was ready to try to win over Féreningsbanken i Finland, “mais ceder 
aux impertinences de ce juif allemand,” wrote K. A. Wallenberg, “qui 
veut manger a chaque table et qui finira par nous étre trés génant— 
jamais.” In a letter to Schybergson he again showed the same definite 
dislike of working with Frenckel. The difference from 1894 is striking; 
Wallenberg’s position with the Crédit Lyonnais was now firmly estab- 
lished. But if it was to be retained the loan would have to be won. 
Moret, sending the news of the final rejection of Frenckel’s offers, 
wrote “Il nous faut maintenant réussir, n’est-ce pas?” 

When negotiations for the loan opened in Helsinki the consortium 
was represented by K. A. Wallenberg, Moret and Thors, i.e. one 
representative for Scandinavia and one for each of the French banks. 
The government had instructed Finlands Bank to encourage competition 
from several consortiums and to join the one which offered the most 
favourable conditions to the borrower. In contrast with the proceedings 
in Copenhagen, a decision was quickly reached, in fact after only a few 
days—but then Wallenberg maintained that he had prepared the ground 
by ascertaining beforehand the Finnish “ideas about a suitable price.” 
A decisive factor was that the competing consortiums were broken up. 
Apart from the original group, including the Landmandsbank and Beh- 
rens, SEB and the French banks were joined by the Deutsche Bank, the 
Dresdner Bank, Nordiska Aktiebanken, Foéreningsbanken, and, not 
mentioned in the contract, the Discontogesellschaft and Helsingfors Pri- 
vatbank. “Frenckel and SKAB remain outside,” wrote K. A. Wallen- 
berg to Marcus. “It’s been a most interesting game of chess, and we are 
left crowing on top of the heap.” As a result of this success he hoped 
that he would be able to bring off with Charpentier the approaching 
conversion of a Finnish-German loan without competition. 

Political developments, however, nearly wrecked the newly-completed 
Joan. The Crédit Lyonnais decided in spite of all not to wait for better 


210 


NORWEGIAN, DANISH AND FINNISH LOANS 


times, and began to sell in May at a price of 97%4. K. A. Wallenberg, 
who had been in London and witnessed Hambros’ troubles with the 
Norwegian conversion, thought that this was “well done, considering 
how Russian 3 % bonds are dangling between 93 and 94.” Sales were 
slower than usual, but by the beginning of September everything was 
sold, though the consortium’s profits were no more than 0.76 %. In 
addition SEB’s commission this time was only half as big as usual since 
K. A. Wallenberg had agreed to divide it with Thors and Moret in re- 
turn for “a promise by Thors to offer us a share of whatever business of 
the Banque de Paris which is not wholly allocated to their own direc- 
tors.” 

The Finnish loan was a triumph in so far as it was secured in opposi- 
tion to Frenckel, but even so it nearly failed. The situation was saved 
thanks to the Crédit Lyonnais and the powers it was once again able to 
display. The capacity of the French market for placing loans had led 
during the negotiations at Helsinki to a demand that SEB should turn 
over some of its profits. K. A. Wallenberg met this demand by intro- 
ducing a new element into the negotiations, namely a proposal for in- 
creased co-operation with the Banque de Paris. There was good reason 
for this; business with the Crédit Lyonnais had been very largely con- 
fined to government loans, and provided resources for other purposes 
only in the form of loanable funds which were relatively short-term. 
SEB, however, was beginning to concern itself on a large scale with 
industrial development, and co-operation with the leading French bank 
in this field could be very useful. 
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FINANCING INDUSTRIAL DEVELOPMENT 


1. A loan to Gustaf de Laval 


On 29 June 1896 K. A. Wallenberg had signed a contract with the 
Norwegian Government for a loan in the form of bonds which made 
available a large quantity of loanable funds. On 1 July Stockholms 
Enskilda Bank agreed to advance to Gustaf de Laval a sum of 4,000,000 
kronor to be repaid at the latest by 31 July 1898. The security was to 
consist of preference shares of a nominal value of 4,000,000 kronor in 
AB de Lavals Elektriska Smaltugn, together with shares to a nominal 
value of 400,000 kronor in AB Separator; these latter were already 
pledged, however, as security against loans of 1,937,500 kronor. The 
interest was fixed at 5 %, plus an annual commission of 1 %. The lender 
was to pay over at least 2,000,000 kronor before 1 January, and the 
remainder before 2 July 1897. SEB received a commission of 50,000 
kronor from the Diskontof6rening for the conduct of the negotiations. 
As collateral the Separator shares were exchanged for a guarantee from 
the Diskontof6rening. Further supplementary agreements granted SEB 
the right to request measures to be taken which would enable the bank 
to acquire a residual claim against the Separator shares. The books of 
the bank therefore only show the Smiltugn shares and the documents 
concerning the guarantee, but in fact the Separator shares also served 
as collateral. 

The loan to Gustaf de Laval amounted to a sum nearly half the size 
of the bank’s own funds. It was larger than any other advance hitherto 
granted to any single undertaking, but no withdrawal from other com- 
mitments was necessary to make it possible. The connexion with the 
investment funds arising from the Norwegian loan is plain. The clause 
which bound the Diskontoférening to pay to SEB not merely a negotia- 
tion commission but also a yearly commission, and later even the 
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interest on the advance, shows that the loan was really regarded as one 
to the Diskontof6rening and therefore having the character of an 
advance of loanable funds from one bank to another. The form it took 
was such that the advance was censured in November 1896 by F. Hall- 
berg, an assistant to the Bank Inspector. Hallberg declared that he did 
not know the value of the guarantee from the Diskontoférening and 
would take account only of the value of the mortgaged shares; these he 
believed to consist mainly of hopes “for the realisation of an admittedly 
brilliant idea.” Moreover, the sum was excessive to have been advanced 
in one transaction. Marcus Wallenberg’s reaction was to call this state- 
ment “improper and ignorant”. In his view the loan should not be thus 
regarded as an ordinary transaction, open to censure of this kind. How- 
ever, once the criticism had been made it was obviously desirable that 
the credit should be withdrawn or rearranged in some other way. 

On 1 August, the whole credit was taken up in full, for very obvious 
reasons. On the previous day the Crédit Lyonnais had placed at the 
disposal of SEB some 8,976,000 francs of the funds made available for 
investment by the Norwegian loan. On 1 August, Gustaf de Laval noted 
in his diary, “cleared AB de Lavals Elektriska Smdltugn”. The newspa- 
pers pointed out that this company, with a share capital from 15,000,000 
to 30,000,000 kronor, was now the largest in Sweden and about as big 
as the newly founded Trafik AB Grangesberg—Oxelosund. de Laval’s 
objectives were, however, more ambitious—no less than “a revolution 
in the iron and steel industry and above all in Swedish industrial com- 
merce.” 

The implications were as clear to de Laval himself as to anyone else. 
On 2 July, the day after the agreement with SEB, he noted, “bought 
Johlansson!’s, and Carlander’s waterfall at Trollhattan for 702,000 
kronor. Saw G. K. Bédtker,—waterfalls and Norway.” On 4 September, 
“Lannerberg off to Norway. Voringsfoss fall.” On 7 October, “talked 
to Jansson and Thiel about flying machines, gold and ammonia.” On 
17 October, “Allm. Sv. Elektr. Bolaget has approved the plan for ex- 
pansion.” On 19 October it was announced in the press that he had 
bought all the shares of Onans AB, near Trollhattan. For the electrifica- 
tion of industry large amounts of power would be necessary and the 
additional financial resources could be put to no better use than to 
secure water power. It was natural that other projects should also be 
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brought up for discussion with those who had made these funds avail- 
able; of particular interest was the one for ammonia. This involved the 
building up of an electro-chemical industry for the production of ferti- 
lisers by the fixation of the air’s nitrogen.’ The large scale production of 
electrical machinery thus involved explains the proposal put forward by 
de Laval in June of the same year for co-operation with Asea (p. 175). 
On 3 September the directors of Asea decided to reopen these negotia- 
tions and an agreement was then reached between Angturbin, Gustaf de 
Laval and Asea. 

According to the agreement the Angturbin concern was to cease the 
manufacture of electrical equipment, while de Laval and all companies 
founded by him, or based on his inventions, were to buy all electrical 
equipment from Asea. Asea doubled its share capital through an agree- 
ment whereby Angturbin was invited to subscribe to 800 shares at a 
price of 1,350 kronor to be paid in regular instalments from 1 January 
1897 to 1 July 1899. Furthermore Angturbin was only to be allowed to 
dispose of its shares if Asea increased its share capital still further. The 
directors of Asea changed their minds about de Laval when his financial 
backing was strengthened. They reached their decision partly because 
of fear of competition, partly in the hope of big profits. The capital from 
Angturbin was subscribed at a higher price than was paid for the issue 
of 150 shares in the spring of that year. According to the most recent 
dividend figures the effective rate of interest was just under 4.5 %. 
During the years that followed Asea enormously increased its productive 
capacity, resulting in an increase in turnover from 1,040,000 kronor in 
1896 to 2,400,000 kronor in 1898. Of the increased capital necessary 
for this expansion, the 1,080,000 kronor subscribed by Angturbin was 
the dominating factor.” There is every reason to suppose that the capital 
secured by SEB in France and lent to Gustaf de Laval was the basic 
factor which enabled Asea to undertake such a great expansion of its 
productive capacity. 

de Laval’s ability to continue as leader of Swedish engineering de- 
pended on how far his inventions turned out to be practical proposi- 


1 T. Althin, G. de Laval, pp. 155 ff. 
> See for example J. Akerman, Ezt elektriskt halvsekel, and M. Helén, Aseas historia 
1883-1948. These authors take a different view from the one shown here, in that they 


regard de Laval as an outsider whose intervention in the affairs of Asea was almost 
wholly unfortunate. 
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tions. In March 1897 it became apparent that his milking machine 
was not practical. This caused a serious drain on de Laval’s resources 
and a reconstruction of his affairs became essential. The Diskontofér- 
ening carried out the reconstruction, involving the sale to Thiel of a 
majority holding of shares in Svenska Dagbladet, and also the dismissal 
of employees at the experimental workshops. 

Another reverse followed during the 1897 Stockholm exhibition, when 
it became clear that de Laval’s combustion engine, for the development 
of which a company had been founded with capital of 3,000,000 kro- 
nor, was inferior to other motors. The company went into liquidation 
and the plant was sold off at a loss. Nevertheless every effort was made 
to finish the construction of the works at Trollhattan of the Smidltugn 
company. As a result of an agreement between de Laval and the Dis- 
kontofé6rening on 15 November, Trollhattans Elektriska Kraft AB was 
founded to take over its property. Invitations were sent out for sub- 
scriptions for shares in a company with a capital of 7,000,000 kronor 
and the response was excellent, despite Aftonbladet’s explanation that 
the whole thing was an attempt to shift de Laval’s losses on to other 
shoulders. Yet the paper had to admit that “It is impossible to say with 
absolute certainty — — — that the project is all humbug.” 

Soon, however, a more difficult obstacle appeared. The government 
started legal action concerning the water rights at Trollhattan. Sub- 
scription lists for shares had to be closed, but a company was founded 
though with less capital, only 5,000,000 kronor. This step was taken 
because of hopes inspired by the legal opinion voiced by Burgomaster 
O. V. Lundberg of Sala, to the effect that no court was entitled to 
deprive the company of its water rights. The company could, however, 
be restrained for many years from doing anything with its property, a 
point which did not pass unnoticed by the press. de Laval was subjected 
to much criticism and K. A. Wallenberg wrote to his brother-in-law in 
January 1898 that the criticism was not without foundation. “As the 
Swedish proverb says, the pitcher can go to the well until it cracks, and 
after all human nature is just the same. Even de Laval is human.” 

It is clear from K. A. Wallenberg’s words that he had a high opinion 
of de Laval’s abilities, an opinion probably shared by Marcus. In De- 
cember 1896 the latter took an opportunity to visit the works which 
the Smiltugn company was erecting at Trollhattan; having a letter of 
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introduction from de Laval he went to find out “what our money is 
being used for.” His statement of a year later, anticipating a future 
tendency of industrial firms to move from the Bergslag area of central 
Sweden towards the coast and the waterfalls, also showed Marcus’s firm 
belief in the importance of electricity. Nor did his positive attitude to the 
new company change, even after the initiation of legal action by the 
government. One point which may well have been significant was that 
Burgomaster Lundberg had been closely associated with him in the settle- 
ment of the Ferna bankruptcy (p. 131). It must not be forgotten, how- 
ever, that, as Marcus Wallenberg said, SEB was at this time only in- 
terested in the Trollhattan project in so far as its success would strengthen 
the value of the Diskontof6rening’s guarantee. 

On 1 April 1897-SEB’s loan contract with de Laval was amended 
and the Smdltugn company instead of de Laval became the borrower. 
Security for the loan was now stated to consist of 267 shares in the 
Separator company, together with a guarantee from the Diskontofér- 
ening of half the sum of the loan. These changes also affected the nature 
of the advance as it became more of an industrial loan with the in- 
creased risk of tying up funds quite inextricably. It is not unlikely that 
this change in the contract lay behind SEB’s decision, a few months 
later, to increase its capital by issuing preference shares to the value of 
3,000,000 kronor. In the summer of 1897 a bond loan agreement was 
concluded with LKAB and this company took over the outstanding 
loan of the Smdltugn company. The Diskontoférening now took sole 
charge of de Laval’s finances while SEB began its task of financing 
the major part of the requirements of the iron ore companies (p. 235). 
SEB’s direct interest in the electrification of industry was thus of short 
duration. 


2. The problem of industrial power and the Diesel engine 


The industrial revolution, which had begun in England in the 18th 
century and spread to other countries in the 19th century, created ever 
increasing demands for sources of power. These needs were supplied for 
a long time either by direct water power or by James Watt’s steam 
engine. As late as 1900 the problem of transmitting electrical power 
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over long distances had not yet been solved; electricity produced from 
water power could therefore be used only in the immediate vicinity of 
a waterfall. But electricity was of course in demand, e.g. for lighting, 
in places far from any waterfall, a fact which led to a search for other 
sources of power. Ever since the middle of the 19th century technolo- 
gists had realised that the steam engine was very uneconomical as a 
producer of power and this made it all the more important to find a 
satisfactory alternative. From 1860 onwards much intensive work was 
done and a whole range of gas and combustion engines was invented. 
Some of these engines were continually being improved and the merits 
of the various methods were always being debated. The situation was 
complicated by the extreme difficulty of defining precisely the contri- 
bution of this or that inventor, and actions under the patent laws were 
frequent. One invention which held the field for a long time was the 
four-stroke internal combustion petrol engine devised by a German, 
Nikolaus Otto. 

In Sweden Gustaf de Laval was also at work on the problem of creat- 
ing power. He succeded in designing a steam turbine engine that was 
more economical than most, but his combustion engine proved a failure 
in the summer of 1897 (p. 215). He had been aware of the work being 
done in Munich by Rudolf Diesel who was exploring new and important 
ideas. As early as 1892 Diesel had succeeded in getting a German patent 
on the principles of a new motor, but not until after he had published 
his findings in book form in January 1893 did he succeed in getting the 
financial backing needed to enable him to build an experimental motor. 
For fuel he proposed to use gas, oil or powdered coal. By April of the 
same year he had persuaded the Maschinenfabrik Augsburg and the 
armament firm of Friedrich Krupp to finance and build an experimental 
model and in return he surrendered his German patent to them. 

By 28 January 1897 work had gone so well that the engine was in 
action, driven on paraffin oil, and running satisfactorily. During the 
following spring and summer the engine became widely known and 
enquiries began to come in from all over the world about patent rights 
and licences to manufacture. One of the most important intermediaries 
in these negotiations was a Nuremberg hop merchant named Berthold 
Bing. Before long Diesel had acquired both wealth and fame. Leading 
experts declared the engine to be fully developed, and its production 
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was started in engineering workshops all over Europe and America. 
Many of the first Diesel engines proved unsuccessful, however. The in- 
vention was in fact not yet ready for industrial production.’ 

It is probable that hop merchant Bing was acquainted with K. A. Wal- 
lenberg through their mutual association with Stora Bryggeriet (p. 157): 
In any case he wrote to Oscar Nickelsen in October 1897, indicating a 
wish to meet Wallenberg. He stated that Diesel had already had enquiries 
from prominent Swedish industrialists but preferred to deal with a bank. 
Nickelsen forwarded Bing’s letter to K. A. Wallenberg who replied that 
he was ready to take up the project if the conditions were reasonable and 
were related to future profits. He did not like the idea of granting 
licences to several factories and preferred to acquire for himself the 
right to manufacture Diesel motors. He wished to order immediately a 
motor of 10-12 horse power. He concluded by pointing out that the 
market for the motor might not be as good in Sweden and Norway as 
elsewhere, since waterfalls and de Laval’s steam turbine were both 
already available, and Diesel’s patent rights in Sweden were already five 
years old. K. A. Wallenberg then began direct negotiations with Bing, 
ordered his motor and obtained an option on the Diesel patent until the 
end of the year. He then went off to Copenhagen for various negotiations 
over loans and continued on to Nice, but stated his willingness at any 
time to make a détour to Augsburg to take a look at the motor. K. A. 
Wallenberg’s decision was obviously based on advice given to him by 
the director of AB Atlas, Oscar Lamm. Before long Lamm changed his 
view and Marcus Wallenberg cancelled the order, returning to Bing all 
the papers dealing with the Diesel patent. The reasons Marcus gave were 
that the new Otto engine did not consume any more fuel than that of 
Diesel, that the Diesel principle was already in use in several older 
foreign patents, and that the Swedish patent was not unassailable. 

The Wallenberg brothers and their advisers thus took a very real 
interest in the Diesel motor, hoping to find in it a new source of power, 
but they also appreciated the risks of committing themselves to it. It 
was quite clear to them that the Diesel engine was an alternative not 
only to water or steam power, but also to other combustion engines 
whose performances were continually being improved. They were also 
not anxious to acquire a patent whose provisions were not entirely water- 


3 E. Diesel, Rudolf Diesel. 
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tight. At this time, still within the five year provisional period, an action 
had also been brought against Diesel’s German patent (and which was 
in fact not settled in Diesel’s favour until April 1898).4 That Diesel’s 
position was not yet strong is shown by the considerable trouble he took 
in answering in great detail the objections raised by Marcus Wallenberg. 
He pointed out that firms in France and Germany who were engaged in 
the manufacture of the Otto motor had also bought his patent; that the 
weakness of his Swedish patent was due to Swedish patent law, and that 
purchase of the patent now would give the right to use all future im- 
provements devised by any firm using the patent and building the motor. 
This last point was put forward as a special inducement, but even so the 
reply can hardly have dispelled all doubts. It appears from later corre- 
spondence that K. A. Wallenberg while in France made contact with an 
industrial promoter who was also interested in the Diesel motor,—one 
Auguste Pellerin whom he had helped some years earlier to set up a 
margarine factory in Gothenburg. On his return he telegraphed to Bing 
that he was still interested. Later a letter arrived from Pellerin, an- 
nouncing that he still had doubts about the Diesel motor as an oil-driven 
engine, but none about its excellence as a petrol engine. Matters began 
to look much more promising though Bing said that a quick decision 
was essential. 

In these circumstances Marcus Wallenberg and an advisory engineer 
went to Augsburg together with Lamm to conclude an immediate agree- 
ment. The motor was demonstrated on 7 January and on the same day a 
preliminary contract was signed by which Diesel surrendered his Swedish 
patent for a sum of 50,000 kronor in cash plus shares of the same value 
in a company to be formed with a capital of 300,000 kronor. The 
clauses of the final contract were to be framed in accordance with 
corresponding Danish and American contracts. Wallenberg agreed to 
inform Diesel, by 20 January at the latest, whether the contract would 
be completed. On 14 January Marcus Wallenberg and Bing were given 
an option on the Russian patent until 28 February, on condition that 
they paid Diesel at least 800,000 marks in cash and 6 % in royalties. In 
return Wallenberg and Bing would receive at least 200,000 marks from 
Diesel as commission and expenses. 

The day after the departure of Wallenberg and Lamm a representative 


4 EB. Diesel, Rudolf Diesel, pp. 231 ff. 
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of the engineering firm of J. & C. G. Bolinder called on Diesel. Diesel 
informed Bing of this visit but did not pass on the name of the firm, 
only saying that it was an important one, and Marcus Wallenberg 
guessed that it must be Bolinder. Two days later Diesel sent word that 
the St. Petersburg firm with whom he had dealt on the matter of the 
Russian patents had re-opened negotiations. Diesel’s demands now 
became more exacting and he showed signs of wishing to withdraw his 
offer of the option on the Russian patent. On 21 January Diesel was 
approached by AB de Lavals Glédlampfabrik Svea. It was pointed out 
that this firm already had a factory making small petrol motors and 
that they wished to co-operate with Diesel in making larger motors; 
they were ready to take over his Scandinavian patents, and if possible 
also his Russian. Diesel regarded this offer as one of his greatest triumphs 
to date, as de Laval, after showing a certain initial interest, had with- 
drawn some months previously. 

It is apparent that Marcus Wallenberg succeeded in getting a definite 
agreement with Diesel only just before much higher demands for the 
patent rights arose. He delayed as long as possible, however, the decision 
to proceed further in the matter. On the same day that he announced 
his decision to take over the Swedish patent he took the first step towards 
disposing of the Russian patent. In this process he had a valuable ally. 
At this time legal action over the will of Alfred Nobel had been taken 
by some of his heirs. One of the protagonists was Emanuel Nobel, 
managing director of the naphtha company, Nobel Brothers, and of the 
mechanical engineering firm of Nobel in St. Petersburg. Shortly after 
Alfred Nobel’s death Emanuel Nobel had sought advice from Marcus 
Wallenberg on matters arising out of the will, and Marcus had called 
in the foremost lawyer among the SEB directors, Herman Billing (who 
was appointed to the Swedish High Court in 1897). On his return from 
Germany Marcus Wallenberg had to answer a number of questions from 
Nobel about the will and seized the opportunity of talking about his 
visit to Germany and the acquisition of the Swedish patent as well as 
the option on the Russian one. He mentioned the supplies of Russian 
naphthalene and asked whether Nobel would himself be interested or 
could recommend any other firm whom he might approach. 

Negotiations with Diesel began in Berlin on 14 February 1898. Next 
day the final agreement on the Swedish patent, not very different from 
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the original, was signed. A day later a preliminary agreement on the 
Russian patent was reached and, after further days of discussion Die- 
sel, Nobel, Marcus Wallenberg and Bing decided to set up a company 
to exploit this patent and agreed on the conditions on which Nobel’s 
factory was to construct the motors under licence. Another meeting took 
place in Nuremberg on 9 April as a result of which the Russische Diesel 
Motor Co. G.m.b.H. was formed with Bing as the managing director. 
The share capital amounted to 1,000,000 RM, of which Nobel held 
600,000, Diesel 200,000, and Marcus Wallenberg and Bing 100,000 
each. Cash payments, undoubtedly from Nobel, only amounted to 
800,000 RM, of which Diesel received 600,000 for the patent rights 
as well as 200,000 RM in shares. In fact Diesel received a good deal 
more than he was entitled to from the patent option—an indication of 
the increased interest in his invention. Wallenberg and Bing received 
their commission entirely in shares. It is quite understandable that, when 
in April 1898 Wallenberg heard of a German manufacturer in diffi- 
culties over the development of small motors, he was anxious to seize the 
opportunity of selling a Russian licence. Nobel was unwilling to sell, 
however, and there were no quick liquid gains from the Russian trans- 
action. Instead Marcus Wallenberg subscribed a further 25,000 RM in 
September 1898 for shares in the Allgemeine Gesellschaft fiir Diesel- 
motoren which he helped to found. The company started with a capital 
of 3,500,000 RM and took over the administration of all Diesel’s pat- 
ent rights and securities; Marcus Wallenberg joined the board and 
remained on it until 1902. 

This business with the Diesel patent brought to Marcus Wallenberg 
not only a share in the Russian patent but also participation in the 
central organisation for exploiting and developing the Diesel engine. 
With this came an opportunity to increase considerably his international 
connexions in the world of industry. 

Marcus Wallenberg may have regarded the Russian patent merely as 
a short-term affair concerning the licence only, but he took a very long- 
range view of the Swedish patent. What is quite certain is that he gave 
a very cool reception to Diesel’s proposals to sell Swedish licences to 
other firms. On returning from Germany in January 1898 he wrote to 
his brother Oscar that if they took up this idea they would spend “a 
couple of years quietly setting up a workshop and turning out a few 
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motors; after that they might make a hit.” He and Lamm both had faith 
in the Diesel engine, but they did not believe it was yet ready for pro- 
duction on a commercial scale. Rather they had in mind some sort of 
experimental factory. 

On 2 April 1898 AB Diesels Motorer was set up with John Schmidt, 
an engineer from de Laval’s Angturbin, as managing director. As stated 
in the contract with Diesel the share capital was 300,000 kronor of 
which Diesel was given 50,000 and Bing 6,000. A further cash pay- 
ment of 56,000 kronor was also made to Diesel. Marcus Wallenberg 
noted in a memorandum that the value of the patent rights amounted 
to half the company’s capital, implying that the various costs of acquir- 
ing the patent amounted to this figure. The main real subscribers were 
Marcus and K. A. Wallenberg and Lamm with 50,000 kronor each, 
Pellerin with 40,000 kronor and Schmidt, Nobel, Frélander and an 
Englishman called Henry Riiffer, each with 10,000 kronor. There were 
in addition six smaller subscribers. Diesel’s international reputation 
seems to have made it easy to find subscribers for the shares. It has not 
been possible to ascertain whether SEB made funds available for the 
purchase of shares but the relatively large number of subscribers makes 
it appear likely that the amount was not large. 

A site was immediately purchased near Sickla station on the railway to 
Saltsjobaden and a factory was erected on it. Meanwhile the Atlas works 
had started to build two motors and one other was ordered from Nurem- 
berg. By the summer of 1899 Marcus Wallenberg was able to report 
that the first 20 h.p. motor made by Atlas after much initial trouble was 
now working perfectly. He had great hopes for the future. By November 
the factory was ready, and it was time to make sure of a market. Marcus 
Wallenberg thought this could easily be found among the bank’s own 
clients. However, as he wrote to Bing, what they really wanted was to 
take the market by storm. It was very gratifying that the world-famous 
Separator company had been persuaded to buy a 50 h.p. engine. The 
difficulty was that Diesels Motorer had no blueprint for an engine of the 
type required and the delivery date was near. There was hope however 
that the ‘Allgemeine’ would help with drawings and that a cylinder and 
stand could be made by the factory in Augsburg. This was not achieved, 
however, without many complications with the ‘Allgemeine’. 

Once the factory was ready and the Atlas experiment had proved the 
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feasibility of making small motors that really worked, Marcus Wallen- 
berg was prepared to make use of his connexions to carry through a 
large order. By this time SEB had also committed itself to a number 
of direct loans though only up to a total of 166,000 kronor at the end 
of 1899. The Diesel proposition had come up during a boom period 
when the bank was engaged in much other business, notably mining, 
and a cautious attitude was perfectly reasonable. However, the venture 
helped to fill a gap in the directors’ circle of industrial connexions. The 
interest shown in the motor by de Laval’s electric light bulb firm pointed 
the way towards future developments in power production for electrical 
firms concerned with lighting. The first engine produced by Diesels 
Motorer for AB Separator was also intended for use for electric lighting. 
There was thus from the start a clear connexion between the bank’s 
commitments to Diesels Motorer and to the electrical industry. 


3. The growth of the Asea connexion 


Gustaf de Laval’s strained financial position did not prevent his Ang- 
turbin company from paying in full for its shares in Asea a whole year 
before the date stipulated in the contract. The payments were rewarding 
as this undertaking had good profits to show and already in 1896 the 
dividend was raised from 6 % to 13 %, a figure at which it remained 
the following year. In 1898 and 1899 a dividend of 16 % was declared. 
More capital was still required, particularly for subscribing shares, either 
in other concerns which made and sold electrical equipment or with 
which Asea wanted a closer connexion, or in electricity or other under- 
takings at the foundation of which the contractors supplying the neces- 
sary equipment were obliged to take up shares. It became clear that the 
financing of electricity undertakings required large amounts of capital 
which could remain tied up for a long period, and that it was in the in- 
terest of those who manufactured electrical equipment to finance the 
power concerns. The German electrical industry actually founded special 
constructional companies for the purpose.° 


5 J. Akerman, Ett elektriskt halvsekel, pp. 57, 67 ff. M. Helén, Aseas historia 1883— 
1948, p. 105. 
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When he had completed payment for his shares as agreed in 1896, 
it was evident that de Laval’s financial resources were exhausted. In 
May 1897 it was apparent that he had become a restraining influence 
rather than a driving force in the expansion of Asea. Pointing out their 
right to the ownership of half the capital, Angturbin’s board of directors 
resisted a proposal that Vasteras Mekaniska Verkstad should be acquired 
in return for 150 shares in Asea. Not long had elapsed since de Laval’s 
first big misfortune (p. 215). The collapse of the Trollhattan project 
weakened de Laval’s resources still further and diminished Asea’s pros- 
pects of more orders from that quarter. In January 1898 the managing 
director of Asea, Georg Wenstrém, was instructed to discuss with Louis 
Frenckel the possibility of setting up a constructional company, but the 
plan which emerged as a result was not approved. Instead an agreement 
was reached with the Angturbin company in April 1898. It was decided 
to set up a joint company, Nordiska AB for Elektriska Anliggningar, 
with a share capital of 1,000,000 kronor of which Asea subscribed 
60 % and Angturbin 40 %. Asea paid for its shares with 200 newly 
issued shares of its own at a price of 3,000 kronor; Asea also bought up 
Vasteras Mekaniska Verkstad through 100 new shares at a price of 
3,500 kronor and there would also be a further new issue of 100 shares 
for sale at a price of 3,750 kronor. The proceeds of this were used for 
the purchase of shares in several small electrical concerns. The Ang- 
turbin company was entitled to sell its Asea shares. In return for sur- 
rendering his controlling interest in Asea, de Laval thus obtained the 
tight to realise his big holding of shares which had greatly increased in 
value during this period. Asea, however, gained hardly any fresh capital 
as a result. Even de Laval probably paid for his shares in Anlaggnings 
AB by a transfer partly of Angturbin shares and partly of the shares in 
his lighting company (p. 175). These transfers did however provide An- 
laggnings AB with securities on which money could be borrowed and 
in fact it came to serve both as a constructional company and as a hold- 
ing company for shares in Asea and Angturbin. 

The solution provided for the problem of the constructional company 
meant that Asea’s finances were still closely connected with the de Laval 
group and hence, indirectly, with SEB, while Frenckel and the Han- 
delsbank were kept at a distance. As the resources of the Diskontofér- 
ening and de Laval proved insufficient, it was only a short step before 
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SEB, whose directors showed a real interest in the electrical industry, 
took over completely the financing of Asea. A good deal of thought and 
discussion must have preceded this step but there is no trace of it to be 
found anywhere in the records. The only available references are in the 
account books but some idea of the full story can be gained from these 
and certain assumptions can be made. 

The final instalment for the purchase of the Asea shares by the Ang- 
turbin company was paid on 1 July 1898. By October of the same year 
arrangements were being made to raise more ready money and once 
again the ultimate source of supply was SEB. By then an advance of 
500,000 kronor on current account had been made available for An- 
laggnings AB; collateral security was provided in the form of 200 Asea 
shares (i.e. Asea’s entire share-subscription in the company), together 
with shares in the electricity works at Ostersund and Eskilstuna, and 
100 preference shares in Angturbin. Indeed Anlaggnings AB’s portfolio 
of shares was deposited as security with SEB almost in its entirety. By 
this transaction, half the share capital of Anlaggnings AB, made up of 
transferred shares, was made available as liquid capital. 

A few weeks later the Asea directors were doing the same thing with 
their own shares in Anlaggnings AB; Wenstrém received the board’s 
permission to deposit these shares as security “in order to meet the 
need for cash.” Six months later 500 of these shares were lodged with 
Malarprovinsernas Enskilda Bank as security for a loan of 300,000 
kronor. In this way double use had been made of the security provided 
by the creation of Anlaggnings AB, an operation made much easier by 
the fact that two different banks had been used. 

SEB appeared to have committed itself even more deeply to 
Asea, when on 2 February 1899 an advance of 1,200,000 kronor was 
sanctioned in Thiel’s name against a security of 400 Asea shares—that is 
to say one half of de Laval’s holding. There is evidence soon afterwards 
of the first direct contact between K. A. Wallenberg and Wenstrom. The 
occasion arose over the question of supplying electricity for Stockholm. 
K. A. Wallenberg heard of the possibility of buying a certain waterfall 
and asked Wenstrém whether “a source of power, of approximately 
13,000 h.p. — —— and situated 170 km from Stockholm, could profitably 
be made available here. With coal at its present price,” he wrote, “it is 
more desirable than ever to lessen our dependence on imported fuel.” In 
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May 1899 he was promoting the interest of Asea, against a German 
firm, to undertake the electrification of the Géteborg—Sar6 railway in 
the construction of which he was concerned. His active interest in the 
electrical industry—and in Asea in particular—was perfectly plain. 

In April 1899 the directors of Asea seem to have been engaged in 
discussions with SEB concerning a bond loan of 2,000,000 kronor. In 
May SEB gave them a first advance of 300,000 kronor, the security 
consisting of 100 of Anlaggnings AB’s shares, together with shares in 
three of Asea’s subsidiary companies. SEB now held as security all 
those shares in Anlaggnings AB which had not been deposited with 
the Malar bank. The advance was probably not intended to be a long- 
term one in view of the preparations which were being made for a 
consolidation of the several loans into a single loan through an issue 
of bonds, and also of the recent decisions about a new issue of shares. 
In fact shares to a value of 500,000 kronor were issued at 300. 
Shareholders were given to understand that it was intended to double 
the share capital in the following year by an issue of bonus shares. At the 
same time a dividend of 16 % was declared. Clearly shareholders were 
being wooed with a promise of profits to come, and an invitation to 
subscribe for shares even at 300 must have been regarded as a favour. 

For the de Laval group, however, it would have cost 600,000 kronor 
to take up all the shares to which they were entitled and it is not 
surprising that Gustaf de Laval, in his weak financial position, was 
reluctant to put money into a firm in which he did not have a deciding 
vote. On 4 August 1899, a proposal was put forward by Daniel Nor- 
man, the manager of Angturbin who represented the de Laval group 
on the board of Asea, to the effect that Anlaggnings AB should buy 
600 Asea shares from de Laval at a price of 3,950 kronor. For 
de Laval this proposal meant that he would realise the profits on 
the greater part of his Asea shares and in so doing not only avoid 
having to pay for them in the new subscription, but also actually gain 
some ready cash. The fact that Anlaggnings AB was the nominal 
purchaser made the financial procedure simple as from 1 August An- 
laggnings AB took over Thiel’s advance from SEB of 1,200,000 kronor 
and on the 11th an advance of 600,000 kronor was granted to it against 
the security of 200 Asea shares. 

But the settlement between Asea and Angturbin was still not complete. 
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A few weeks later it was recorded in the minutes of an Asea board 
meeting that Asea had made it a condition of the agreement that de 
Laval’s remaining shares in Asea should also be sold at the same price. 
This was done, and the final purchase price became 3,950,000 kronor. 
Arrangements were made to borrow 2,500,000 kronor from SEB and 
the Angturbin accepted a promissory note for 500,000 kronor; the 
remaining sum was raised by a new issue of shares of Anlaggnings AB 
to the value of 1,000,000 kronor of which Asea subscribed 450,000 
kronor and the Angturbin company the rest. No further advances were 
made to Anlaggnings AB by SEB, however, apart from the sum provided 
by the bank’s paying in full the additional 50 Asea shares to which it 
was entitled on the strength of its original holding in the company. On 
the other hand, Anlaggnings AB’s debt to the Angturbin company rose 
from 500,000 to 1,180,000 kronor. 

The final batch of shares purchased from Angturbin by Anlaggnings 
AB on the initiative of Asea was acquired without the support of SEB. 
The Asea group allowed Anlaggnings AB to secure more shares than 
was necessary to ensure control over Asea. The intention must have 
been to ensure for Anlaggnings AB any gains resulting from a future 
increase in the market value of the shares; against the background of 
the much higher dividends of recent years, this was a perfectly reason- 
able speculation and likely to redound to the ultimate advantage of 
Asea. 

Even though SEB did not take part in all these transactions, its 
advances to the Asea group rose during 1899 from 91,000 to 2,802,000 
kronor, a greater net advance than to any other client if one ignores the 
portfolio of bonds acquired. That this should happen during a year when 
the money market was becoming more and more difficult was good 
evidence of SEB’s great liquidity at this date as well as of its faith in 
Asea and the future of the electrical industry. 


4. The development of Luossavaara—Kiirunavaara 


When the Gillivare company acquired the majority holding of shares in 
LKAB, an influence which was hostile to the development of the Kiruna 
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mines disappeared (p. 147). As G. E. Broms held the majority of shares 
in the Gallivare company the control of all the ore fields in Norrbotten 
now lay in the hands of one man. This at once found expression in the 
fact that in both companies Broms was now invested with extraordinary 
powers. Schough, Cervin and Ljunggren left the board of LKAB. Ljung- 
gren, who represented the largest minority holding of shares, nominally 
480,000 kronor, protested against what he called the suppression of 
minority rights. 

With Broms holding power the minutes of the board and shareholders’ 
meetings are highly uninformative during this extremely important 
period when the first steps were being taken towards the exploitation of 
the ore-fields. Only the absolutely essential decisions and some of the 
more important agreements were recorded. The affairs of the company 
were personally administered by Broms rather than by the board of 
directors; indeed the business looked entirely like Broms’s private con- 
cern. Broms could only retain this personal control, however, as long 
as he brought in the large capital funds which were needed to exploit 
the ore-fields, without losing the majority vote. 

The immediate need was for working capital to promote exports from 
Gallivare. The shortness of the sailing season from Lulea made heavy 
demands on the working capital available. Credits to meet this sort of 
situation had in the past been very largely obtained abroad (p. 10). Ore 
exporters naturally turned in the first instance to Germany, particularly 
after 1894 when Broms concluded a sales agreement for 1895-1897 
with the big firm of L. Possehl & Co. in Liibeck. Nevertheless as early 
as 1892 attempts had been made to use the capital market at home for 
credits of this sort, and the issue of bonds in that year by the Diskonto- 
forening was for this purpose. SEB took over a large portion (p. 146), 
and in March 1894 Marcus Wallenberg tried to dispose of a nominal 
300,000 kronor of his allocation to Smalands Enskilda Bank at a price 
of 98*/2, very little more than he had paid himself. No part of the mine 
was pledged as security against the loan, Marcus Wallenberg explained, 
and the security consisted mainly of the crushed ore which was in large 
supply at certain times of the year, and of machinery etc. He suggested 
moreover that the loan would probably be converted to a 5 % one 
either in the same or in the following year, “and then,” Marcus wrote 
to Fredrik Zethrin, “you will rake in a profit of 11/2 %. ——-— Obviously 
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you can’t make a profit without taking some risk. I believe the risk here 
is very small as there are strong hands and ample funds engaged in a 
business which anyway has good prospects.” 


In the placing of bonds the probability of conversion was therefore 
pointed out, to offset the weakness of the collateral security. In the open 
capital market there were only limited opportunities for loans of this 
type. Zethrin replied that the offer was not at all suitable for his bank. 
Before the year was out, however, all the bonds had been placed, pre- 
sumably because conditions on the market had eased somewhat. SEB 
made 21,000 kronor out of this transaction. Moreover, it wound up the 
business which had begun when K. A. Wallenberg reached the final 
agreement with the English parties concerned in the earlier Gallivare 
affair (p. 145). When it was agreed to issue 5 % bonds in October of 
the same year, SEB only took over 190,000 kronor, at a price of 98. 

In February 1895, when the question of financing the expansion of 
the Kiruna mines came up, SEB played a different part. An agreement 
was concluded between on the one side SEB and the Diskontoférening 
and on the other G. E. Broms, P. J. Brakenhielm, C. Cedercrantz and 
Knut Tillberg, all persons of considerable eminence. These men were 
acting partly in their capacity of directors of LKAB, and partly of 
would-be concessionaires of a railway to Ofoten. The banks were ready 
to underwrite an issue of bonds for at least half the cost of constructing 
the railway. The other half would come from the share capital of the 
railway of which 40 % would be issued at par; the remainder would 
be taken over by LKAB which would, however, be lent the means to 
do so by the banks, either by an issue of bonds or on some other terms. 
It was also agreed that the total amount to be found by the banks should 
not exceed 24,000,000 kronor. In a special agreement with the Dis- 
kontof6rening the banks were assured of a capital discount and com- 
mission of 15 %. The Diskontof6rening in its turn allowed SEB 
1,000,000 kronor for that half which SEB was to take over, i.e. con- 
siderably less than the 15 %. It appears from the minutes of a meeting 
of the directors of LKAB that the banks stipulated as a condition of 
agreement that they should be allowed to convert the older bond issues 
of the Gallivare company, amounting to 4,000,000 kronor, and that the 
company only agreed to this on condition that LKAB met the cost of 
400,000 kronor. An agreement was also concluded between the Gilli- 
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vare company on the one hand and SEB, the Harndsand and Vaster- 
botten banks and the Diskontoférening on the other for an issue of bonds 
to the value of 4,000,000 kronor. 

As has been seen, SEB argued when trying to place the old bonds 
that the coming conversion of the Gillivare loan offset the lack of col- 
lateral security. For placing these bonds the conversion was a definite 
advantage. Nevertheless Broms claimed that the conversion of the loan 
had been carried out solely in the interests of LKAB, and that LKAB 
should therefore surrender a sum equal to a 10 % discount on the capi- 
tal. There had been no such capital discount, however, for the earlier 
allocations of the Gillivare bonds taken over by SEB (p. 229). Every- 
thing seems to indicate that LKAB was being burdened with costs which 
should really have been borne by the Gillivare company. It can hardly 
have been mere coincidence that the company of which Broms had com- 
plete control in this way acquired rights over another company in which 
he could only retain a majority control as long as he succeeded in meet- 
ing the amortisation charges on the purchase price which would begin 
to fall due in a year’s time (p. 148). The danger that he might lose con- 
trol of LKAB was further increased by the fact that this company would 
control the railway company and be responsible for the payment of in- 
terest on the borrowing against the majority shareholding. 

It is noteworthy that the banks agreed to finance this great programme 
of railway construction to Ofoten without acquiring any rights of con- 
trol through ownership and without any representation on the board 
or even the right to appoint an auditor. It has been noted earlier in this 
book (pp. 36 and 140) that the Halmstad—Jénképing railway had to 
agree to a capital discount of 35 % and Wilkinson & Jarvis to one of 
30 %. In view of this the capital discount of 15 % on the ore railway 
in 1895 was remarkably low; indeed as far as SEB was concerned, the 
discount was about half this figure. These very favourable terms indicate 
that K. A. Wallenberg was anxious by all possible means to expedite the 
application for the concession. Consideration of his earlier tactics sug- 
gests that he regarded the application for a concession as a way of exert- 
ing pressure on the government to build a state railway for which the 
cheap French capital market was always available. 

In May 1895 K. A. Wallenberg wrote to Thiel reporting the efforts 
which he and his supporters were making in the Riksdag to persuade the 
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government to buy up the west coast railway; in one place he said, “I 
have been using this argument about the west coast railway in order to 
stick my oxfoot [oxfot] in the door to make an opening for the Ofot 
—-—-. If only these difficulties with Norway could be sorted out, it would 
then be time to turn the steak over.” The difficulty referred to was the 
political crisis over Norwegian independence. His willingness in prin- 
ciple to transfer private railways to state ownership was apparent. 

Another obstacle to the exploitation of Kiruna ore, the opposition of 
the iron industry of central Sweden, must have appeared less formid- 
able in 1895. The political consequences of this were clear to K. A. 
Wallenberg, especially after a letter from Chr. Lundeberg in 1888 
(p. 141). In December 1895, moreover, Lundeberg wrote, “Yesterday 
I paid back some loans which, thanks to your kindness, I once ob- 
tained from SEB. I should like to express my gratitude for the hand you 
reached out to me then, as so often before. - — — The prospects for 
my firm are brighter today than they have been for a long time. — — — 
Many good contracts for next year entitle us to expect — — — a con- 
siderable improvement in our position.” By the summer of 1896 the 
greater part of Forsbacka’s obligations to SEB could be converted into 
a bond issue. All this meant that opposition from this quarter to the ex- 
port of ore had declined. 

In the autumn of 1895 SEB once again began to play a part in 
the affairs of the Gallivare company, the company on whose resources 
depended the development of the ore fields under Broms’s leadership. 
Vasterbottens Enskilda Bank, the main source of credit to the com- 
pany, made it known that it wanted support from some other bank to 
meet the needs for working capital during the approaching winter. As a 
result, the bank and the company agreed on a bond issue to the value of 
3,000,000 kronor, of which SEB took up 2,000,000 kronor. Security 
was provided by the stocks of ore under the control of the Vasterbotten 
bank. Each time a load of ore was shipped a proportionate fraction of 
the loan was to be repaid to the bank. Placing the loan was difficult 
even though market conditions continued easy, and at the end of the 
year SEB still had 1,605,000 kronor of its funds tied up in this way. 
This did not prevent K. A. Wallenberg in the spring of 1896 from get- 
ting to work on the Ofoten project. As a preliminary to the application 
for a railway concession, arrangements were made for a tour across 
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Norway to Ofoten, and thence along the proposed railway track through 
the ore fields to Gallivare. Wallenberg was accompanied on this trip by 
Ernest Thiel, T. Nordstrom, a senior civil servant concerned with 
mining, and such leading personalities in the mining companies as 
Broms, Brakenhielm, C. O. Bergman, Tillberg and Ljunggren (now 
restored to his place on the LKAB board). After their return K. A. Wal- 
lenberg wrote to Bergman, “May we now succeed, by our perseverance 
and determination, in making some impression on the thick skinned 
blockheads who oppose us. And may you be able in your position up 
there to continue still further your work of civilisation and colonisation, 
a blessing to your country and yourselves.” The letter was not without 
a sting in the tail, the reference to the fact that the financing of the ven- 
ture was so arranged that the profits would go mainly to Broms and his 
group, not to Wallenberg and the bank. 

In August 1896 applications for the concession were made both in 
Norway and Sweden. The latter application pointed out that finance had 
been made available by the banks and that foreigners would not be al- 
lowed to own any part of the railway or the mine as they had been 
in the 1880s. The export of the ore would not damage the Swedish iron 
industry; the lower price of its products was due to improved methods of 
production, and consumption was rising sharply. The Swedish press on 
the whole supported the application, though some critical voices were to 
be heard. K. A. Wallenberg attached great importance to the need for 
seeing that the proposed railway was not attacked in the Norwegian 
press and asked his brother-in-law to keep an eye on this. When 
Einar Sundt of Farmand telephoned him, Wallenberg seized the oppor- 
tunity of getting him to promise support. He also wrote to the Governor 
of the Bank of Norway to ask for support, pointing out that he himself 
was not materially interested, but had only agreed to help to secure the 
necessary finance. 

It was important for K. A. Wallenberg, now above all with such a big 
issue at stake, to maintain good relations with the press. Unfortunately 
he was in bad odour with them at this time owing to the part he played 
in the exhibition of 1897. After he had pulled many strings to secure 
the appointment of Ernest Thiel’s brother, Arthur, as director of the ex- 
hibition, someone had hit on the idea of raising money for it by means. 
of a big lottery, coupled with a scheme for free tickets. In the autumn 
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of 1896 the newspapers started to attack the scheme, alleging among 
other things that the profits for the promoters of the lottery were far too 
generous. Aftonbladet and Stockholms Dagblad directed most of their 
attacks against K. A. Wallenberg. In an attempt to make his peace with 
them K. A. Wallenberg arranged a press conference, but aroused further 
suspicions by the way he organised it. In consequence Harald Sohlman 
of Aftonbladet and Carl Montan of Stockholms Dagblad did not attend 
but continued their insinuating attacks. Vart Land also was somewhat 
hostile. On the other hand, Anders Jeurling of Stockholms-Tidningen 
expressed his satisfaction both with the answers he had received and 
with the conference as such. The support of this paper as well as of 
Dagens Nyheter did not prevent K. A. Wallenberg from writing, in an 
irritable letter to his old hunting friend, Axel Akerhielm: “If only they 
paid head-money for hack journalists...” In any case public opinion 
was so much aroused that a few weeks later Marcus Wallenberg com- 
mented that it was “kind and decent of the King to spend at least ten 
minutes chatting to Knut” in public view at a race meeting. 

It was Marcus Wallenberg who prepared the ground for the issue of 
bonds which was to finance the construction of the railway. The most 
important change in the contract since 1895 was that the whole sum 
was to be raised in bonds, in two issues, one of 18,000,000 kronor at 
5 % interest, the second of 14,000,000 kronor at 6 % interest. Of the 
second issue the company should get only 8,000,000 kronor; the remain- 
der of the money was to be used for commissions and capital discount. 
Marcus Wallenberg believed that it would be possible to place the 5 % 
bonds while the railway was still being constructed, but that the 6 % 
issue would have to wait until the line had been in service for a year. 
The new method of financing, which did not include any subscription 
of shares by LKAB, preserved that company from the need to pay 
interest during the period of construction; instead the amount raised in 
bonds was to be increased to provide means for the interest payments. 

No decisions were taken at the first board meeting of SEB which 
discussed the project. The next meeting, however, having heard K. A. 
Wallenberg explain that the intention was that SEB should have a tenth 
participation, agreed to the contract. The Diskontoférening and the 
Hiarndsand and Viasterbotten banks were involved from the first, of 
course, and soon afterwards the Kristianstad bank. It was not very easy, 
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however, to widen this circle. Various banks were approached and Sma- 
lands Enskilda Bank eventually decided to take up a tenth share. K. A. 
Wallenberg was very anxious to bring in Norrbottens Enskilda Bank 
which had Hugo Zethrin at its head. He succeeded in this, and one by 
one Varmlands Enskilda Bank and the banks of Orebro and Ostergot- 
land joined in, with perhaps also Bohuslins Enskilda Bank. Great but 
unsuccessful efforts were made to’ persuade Goteborgs Enskilda Bank 
to associate itself with the loan. The prospects of the transaction must 
have looked far from tempting and the Vasterbotten bank actually tried 
to withdraw. 

One significant fact that lay behind the general reluctance is sug- 
gested in a letter from K. A. Wallenberg to P. H. Castberg, the head of 
Kristiania Bank og Kreditkasse, which he was also trying, but in vain, to 
bring in. “The absence of certain big Swedish banks is due to the fact 
that they do not belong to our group, but have been concerned with the 
Grangesberg affair; some opposition to our concession must be expected 
from that quarter.” 

In the summer of 1896 Trafik AB Grangesberg—Oxelésund was 
founded and, with a capital of 19,000,000 kronor, was the biggest 
company in Sweden. The company was a merger of the Grangesberg 
mine company and the railway companies that carried the ore to the 
port of Oxeldsund for export. A good 95 % of the shares were in Eng- 
lish hands and the dominating personality in the whole business was the 
English banker, Sir Ernest Cassel. He did not, however, have a seat on 
the board, as did both Mannheimer and Langenskidld. In 1897 Langen- 
skidld became chairman of the board of directors.® In short, a powerful 
opponent had appeared on the scene and had consolidated his position, 
securing as an ally that very bank, Skandinaviska Kredit AB, with 
which K. A. Wallenberg had been trying to co-operate and which was 
closely connected with Skanes Enskilda Bank. The significance of this 
was apparent in the balance sheets presented at the end of the year. Ska- 
nes Enskilda Bank, with total assets of 90,000,000 kronor, was the 
biggest in Sweden. Then came Skandinaviska Kredit AB with 81,000,000 
kronor, SEB with 62,000,000 kronor, and Harndsands Enskilda Bank 
with 36,000,000 kronor. It was therefore going to be necessary to finance 


6 G. Ekerot, Trafik AB Grdngesberg—Oxeldsund. 
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the exploitation of the ore fields without the help of the two largest banks 
in the country. Nor could K. A. Wallenberg count on any help from 
abroad. When Thiel suggested something of the sort Knut wrote to Mar- 
cus Wallenberg from Paris hinting at the dissatisfaction of the French 
over the loans arranged for Thiel in 1893 on the security of the theatre 
bonds. “Nothing can be done here about the North Scandinavian Rail- 
way loan, and probably not in Hamburg either. I have no intention of 
making the same mistake again and burning my fingers by pulling 
Thiel’s chestnuts out of the fire for him.” With affairs in this condition 
it must have been a great relief when the government decided, in March 
1897, to build and run the railway itself, and asked the Riksdag for a 
grant to enable plans to be prepared. This was agreed without much 
difficulty, most probably because Lundeberg supported the project. 

This decision by the Riksdag in the spring of 1897 marked an im- 
portant milestone in the direction of the solution that K. A. Wallenberg 
had advocated from the earliest days, namely, that the mines should be 
developed by the government (p. 142). The apparent success of his point 
of view was due largely to his own efforts, partly in dealing with Lunde- 
berg and partly in organising a group of private interests prepared to 
sponsor development schemes, if necessary without help from the gov- 
ernment. 

By the summer of 1897 the prospects for having the railway built by 
the government looked very promising and this made it considerably 
easier to raise money to develop the mines. Gustaf de Laval, on the 
other hand, had by now incurred heavy losses which imperilled the fulfil- 
ment of his industrial plans. The Diskontof6rening was in the first in- 
stance responsible for finding the means, but SEB was concerned in so 
far as it had a claim of 4,000,000 kronor on AB de Lavals Elektriska 
Smiltugn. It was probably at the beginning of July 1897 that Marcus Wal- 
lenberg drew up a statement about the possibility of a loan of 10,000,000 
kronor in 5 % bonds. The guarantee of the Diskontof6rening was to 
stand until it was clear that the Ofoten line would materialise. The con- 
ditions for commission and interest agreed for the de Laval transactions 
were to be revived. It was later agreed that SEB should take over 
4,000,000 kronor of the LKAB loan but that the Diskontoforening 
should be responsible for half this amount until SEB succeeded in finding 
subparticipants. “In the event of LKAB purchasing from AB de Lavals 
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Elektriska Smialtugn —-—-— up to 240 shares in AB Separator, 
SEB agrees that these shares may serve as security in the bank for 
loans at 15,000 kronor each,” against the guarantee of the Diskonto- 
forening. 

Separate agreements between the two banks, and between them and 
LKAB, appear to have been concluded finally on 4 August. Broms 
then gave SEB an undertaking that, as the bank had signed a contract 
agreeing to participate in the loan to the extent of 4,000,000 kronor, it 
need not pay over any money until a decision about the railway had 
been reached. “In return for the remaining bonds to a total value of 
4,500,000 kronor, we hereby acknowledge that we have received in full 
the equivalent of 4,050,000 kronor.” On the same day K. A. Wallenberg 
wrote to Hugo Zethrin of the Norrbotten bank that, as there was no 
longer any doubt about the building of the Ofoten line, a loan contract 
had been signed with LKAB. After 1,500,000 kronor had been de- 
posited with the bank for interest payments for the next three years, 
the remainder was to be used for actual construction. No payments fell 
due until 1 July 1899 and the price was 90. SEB provided 4,000,000 
kronor, the Kristianstad and Smaland banks 1,500,000 kronor each 
and the Norrbotten bank 1,000,000 kronor. 

The sources of information for this episode do not give all the details 
about the terms of the contracts but it is fairly clear that SEB, by con- 
cluding an agreement with LKAB to take over an allocation of 
4,000,000 kronor and by persuading three provincial banks to take 
over a further 4,000,000 kronor, had stepped into the breach with 
much greater vigour than ever before in financing LKAB developments. 
The Diskontof6rening was only concerned with 500,000 kronor of the 
loan. In return for its increased commitments to LKAB, SEB asked 
the Diskontoférening to assume more responsibility for de Laval’s affairs. 
In consequence SEB obtained an amortisation, and the loans to Elek- 
triska Smaltugn were replaced by loans to LKAB, the outcome being 
that SEB’s commitment to de Laval came to an end. It can be assumed 
that the Diskontof6rening took over the credit secured by 27 Separator 
shares and 500,000 kronor of the issue of bonds. The receipt issued by 
Broms must have referred to this and to the participation of the pro- 
vincial banks mentioned above. The ‘equivalent’ referred to by Broms 
was clearly the Separator shares. 
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As soon as the provincial banks had signed the contract, the various 
transactions were arranged as from 4 September 1897. One conse- 
quence was that the banks were at once enabled to pay their share, as is 
clearly indicated in a note from Frélander to Fredrik Zethrin in Octo- 
ber. “SEB,” he wrote, “had already paid up in full the share of 
the Smaland bank in the LKAB loan and, if they wished to begin to 
earn the excellent effective interest of 5.45 % paid on these bonds,” the 
Smaland bank would have to pay for them to SEB. This was the only 
instance in which the lure of high interest had effect. In the course of 
1897 the Smaland bank did pay up in full the sum of 1,350,000 kro- 
nor. Apart from this no payments were made, except as a result of the 
sale of bonds and at the final settlement on 1 July 1899. 

The transfer of the Separator shares to LKAB can hardly have been 
intended as a means of providing de Laval with liquid assets. On the 
other hand the transfer removed from SEB’s books the last traces of 
commitments to de Laval and gave SEB a chance to attract money from 
other banks. It was thus in effect a means of replacing the funds arising 
from the Norwegian government loan which had originally made possi- 
ble the credits to de Laval. 

It was intended from the first that SEB should try to find banks 
willing to accept a sub-allocation and in August a share in the loan was 
offered to the Landmandsbank, but no reply appears to have been re- 
ceived. Offers were then made to the Ostgéta and Kopparberg banks, 
but these also were rejected. Finally in November the Orebro bank 
agreed to take 500,000 kronor. Matters thereafter took a turn which 
made it seem much more likely that the bonds could be disposed of with- 
out recourse to many banks. On 27 November 1897, the shareholders of 
the Bergslag Railway approved an agreement with the banks of Harno- 
sand and Kristianstad for a conversion loan of 38,000,000 kronor to be 
paid partly on 2 January 1900 and partly on 15 January 1901. SEB was 
offered a share by Langenskidld, who said that Skandinaviska Kre- 
dit AB “would join in to the extent of 1 or 2 millions, for local reasons 
connected with Gothenburg,” but Marcus Wallenberg found the terms 
for co-operation unacceptable. “I am satisfied,” he wrote to Knut, “inas- 
much as we ought to be able to place the Luossavaara—Kiirunavaara 
bonds easily and cheaply,” since SEB intended to accept Bergslag Rail- 
way bonds in payment. Knut went so far as to suggest that they ought 
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to increase their holding of these bonds. “After all,” he wrote, “they 
provide excellent liquid reserves—and in the end may even afford some 
satisfaction” (p. 252). Just before his departure for Copenhagen he said 
that he wanted to renew the offer to the Landmandsbank of an allocation 
of 1,000,000 kronor in the LKAB loan. The offer of participation now 
looked more like a favour and the Landmandsbank accepted. 


The LKAB affair was beginning to look more promising, as the 
placing of bonds became much easier now that other bonds might be 
accepted in lieu of cash payment. This expedient clearly illustrates the 
congestion of the Swedish capital market at that time. For the banks 
responsible, the Bergslag Railway conversion was an expensive business 
and this difficulty was certainly an important reason for the reconstruc- 
tion of the Kristianstad bank in 1901. At that date this bank held bonds 
to the value of no less than 12,500,000 kronor taken over at a price of 
100 or 101. They had to be disposed of at 89, causing the bank to lose 
1,000,000 kronor. The Harndsand bank managed to pull through, in 
part perhaps because of loans of 1,500,000 kronor from SEB in 1900 
and 1901, made possible because SEB had loanable funds on hand from 
the resources made available by Norwegian bond issues. Such loans, 
however, were not cheap. For 18 months the Harndsand bank paid 
6 %. The story reveals the element of risk in bond dealings, and the 
consequences of going too far. 

By the end of 1897 both the Swedish and the Norwegian governments 
had decided to go ahead with the Ofoten railway. It was stipulated 
in the contracts that LKAB should prove to have sufficient capital 
funds to build and supply all necessary plant, and should deposit in all 
2,750,000 kronor as a guarantee that the undertakings would be carried 
out according to contract. To disarm opposition in Sweden the consti- 
tution of LKAB was altered to make it impossible for a foreigner to 
become a shareholder. There was some anxiety in government circles 
that the bill might fail to pass the First Chamber in view of Lundeberg’s 
opposition. “I suppose,” wrote Marcus Wallenberg to Knut, “you will 
have to talk to him when you get home.” A month later he was rather 
more optimistic, but anxious that the railway should be built quickly, 
for otherwise, he wrote to his brother, Oscar, “our iron ore exports will 
find themselves in a backwater. If there is any more delay, it won’t be 
easy to find a market.” The supporters of the plan had not yet realised 
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that Lundeberg had gone back to the opposition. In fact the strength of 
the opposition does not appear at first to have been appreciated at all. 
On 19 March 1898 Aftonbladet reported that a good deal of feeling 
had been aroused against the bill, particularly in the First Chamber; 
behind the opposition were the great brukspatroner, P. Reutersward and 
Chr. Lundeberg. Then a majority of the Budget Committee recom- 
mended the rejection of the plan. This gave rise to bitter polemics in the 
press and only Vart Land seems to have defended the action of the 
Budget Committee. 


K. A. Wallenberg was abroad and could do nothing. Marcus did not 
interfere, feeling that it was “better that no one should seem to be pulling 
strings from behind the walls of a notorious bank.” He was obviously 
convinced that the Grangesberg company was behind the opposition. 
K. A. Wallenberg’s influence with Lundeberg had not sufficed to remove 
this opposition entirely. The bill was eventually passed after Bostrém, 
the Prime Minister, had demanded a vote of confidence on the matter. 
The issue cut across the usual party lines and in the end the bill only got 
through the First Chamber by a narrow majority. 

This Parliamentary decision meant that the bank consortium was now 
committed to finding the promised money needed for LKAB. It is inter- 
esting to note that during 1897 and 1898 SEB assumed a very cautious 
attitude to other bond issues on the Swedish market. In May 1898 Broms 
said that, of the 10,000,000 kronor bond loan, after the necessary de- 
posits had been made, only 5,500,000 kronor remained; of this some 
had already been spent and what was left did not suffice to pay for the 
necessary expenditure until the railway was ready. Thiel and Broms 
produced a plan for the conversion of the 5 % Géllivare bond loan of 
1895 to 4'/2 %, together with an increase of the loan from 4,000,000 
kronor to 9,000,000 kronor. Marcus Wallenberg opposed the plan, 
saying in a letter to Knut in May that the bond-holders would not con- 
vert because they would have no confidence in a company of which they 
knew nothing except that the size of its accounts was continually mount- 
ing. The remaining 3,000,000 kronor which Broms needed was hardly 
obtainable from the Vasterbotten bank or from SEB, “for the simple 
reason that interest and commission are no compensation in a trans- 
action in which the banks bear the whole risk.” The “normal and proper” 
way would be to double the share capital. It would be perfectly easy to 
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get subscriptions for this and a consortium of guarantors, which should 
not include SEB, would “reap a very handsome profit.” Such an arrange- 
ment, however, “did not suit Broms’s personal interests,” as he would 
then no longer have a majority holding. To Marcus this seemed an 
advantage, for “his administration is rather expensive and might well 
benefit from criticism. In any case,” he concluded his letter to Knut, 
“you can’t build a tower on the basis of 3,000,000 kronor of share 
capital none of which has been paid up in cash.” 

It is noteworthy that no mention at all was made of the Separator 
shares, though when they were acquired in the previous year they were 
considered the equivalent of a 4,500,000 kronor nominal share in the 
bond issue (p. 236). That transaction was obviously not considered to 
affect LKAB. Nevertheless, another 3,000,000 kronor was needed. 
Marcus Wallenberg drew the conclusion that the company was being 
badly run and that it was necessary to modify the arrangements by which 
LKAB had hitherto been financed. When there was so little share capital 
and such a lack of vision in the concern, it was no longer possible to go 
on issuing bonds. 

It has been shown earlier, however, that K. A. Wallenberg was trying 
to carry out the development of the ore fields in accordance with 
Broms’s wishes, that is by raising money by means other than the issuing 
of shares. On 18 June 1898 a contract was signed for a 472% loan for 
the GAllivare mines, a loan of 10,000,000 kronor of which 7,000,000 
kronor were to be used for conversion; this was, in other words, a 
modified version of the original proposal by Broms and Thiel. The loan 
was taken over at a price of 95; SEB, the Harndsand and Kristianstad 
banks and the Diskontoférening each took a quarter. SEB immediately 
took steps to find banks willing to accept sub-allocations, offering the 
inducement that only 20 % of the loan had to be paid before the end of 
1898. The loan would be issued at 98 as soon as the Riksbank lowered 
the discount rate. Uplands Enskilda Bank, and the banks of Smaland 
and Halsingland, accepted this offer, thereby reducing SEB’s own share 
to 1,000,000 kronor. 

There had been some difficulty in persuading the banks of Kristianstad 
and Harnésand to participate in the bond loan for, only six months ear- 
lier, they had been engaged in the big Bergslag Railway conversion 
loan. On 18 June an agreement was reached between SEB and Broms 
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stating that if the share capital of LKAB should be increased, SEB 
would be entitled to subscribe for one fifth, or a minimum of 600,000 
kronor at par, while Broms would be allowed to borrow for a period 
of three years an equal sum secured in shares. SEB had received the 
right to subscribe for shares, in line with Marcus Wallenberg’s belief 
that those who produced the risk-bearing funds should share in the 
profits. At the same time Broms was guaranteed his right to subscribe 
for shares and thus retain his majority holding. Such were the means 
adopted to provide the necessary increase in capital which Broms had 
first mentioned to SEB in May 1898. 

The loan agreement reached in the previous year led to a new con- 
tract dated 21 June 1898, in which there were no changes of real sig- 
nificance. Two days later Broms, on behalf of LKAB, signed an obliga- 
tion to SEB, agreeing that in return for 6,000,000 kronor of the bond 
issue the bank would accept in settlement an interim certificate from 
the Diskontof6rening for shares to the value of 2,400,000 kronor, and 
bonds to the value of 3,600,000 kronor, in Férenade Separatorintres- 
senternas AB. From newspaper references it appears that this company 
had only just been formed. It had bought from de Laval the greater 
part of his holding of Separator shares. The company had a paid up 
share capital of 3,000,000 kronor. Further sums would be made avail- 
able either as loans or as bonds. In other words a holding company had 
been formed, and had taken over Separator shares from Gustaf de Laval. 
de Laval’s standing had been much impaired since the government had 
taken legal action against him over the question of water rights at Troll- 
hattan (p. 215). The value of his shares in the Separator company had, 
however, gone up considerably. This was obviously a good moment to 
improve his position by some judicious selling. 

The advantage of forming a holding company was that the same con- 
trol of voting rights could be wielded with less demand on resources, 
while the bonds thus created were a better type of security, easier to 
place on the market and more convenient as securities for a loan. The 
value of the bonds according to the LKAB obligation corresponded ex- 
actly to LKAB’s debt to SEB, secured on the 240 old Separator shares. 
Broms’s consent was given as soon as he had assured himself by contract 
of cash payments from SEB. It must have been he who conceived this 
arrangement when buying, through his firm, this block of Separator 
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shares. Both Broms’s companies, with Thiel’s assistance, had just ac- 
quired additional resources which could be used to provide liquid assets 
for de Laval and those who financed him. It was in this direction that 
Marcus Wallenberg’s thoughts turned when SEB was attacked by the 
press in 1901 for having compelled Broms to accept payment in Sepa- 
rator shares; he had forgotten the obligation but now found it again.’ 
From this transaction SEB drew no profit, but Thiel did. The conse- 
quences it was likely to have for the finances of the mine companies only 
affected Thiel very slightly as his firm was only committed to the LKAB 
bond loan to the extent of 500,000 kronor. SEB was responsible for the 
rest of the money either alone or in conjunction with other banks. 

That LKAB’s agreement to accept payment in Separator shares was 
forgotten was due to the fact that it was never acted upon. On 1 June, 
according to the general ledger, LKAB was reimbursed by SEB for 
5,500,000 kronor of bonds which had been taken over at a price of 90. 
At the same time the loans of 3,600,000 kronor were settled and new 
loans and credits to a total of 2,750,000 kronor were granted against a 
security of the same value in Separators Intressenters bonds, i.e. the 
same figure as the deposit for the Swedish and Norwegian government 
contracts (p. 238). As far as can be seen SEB first arranged that the 
Gallivare company should get an extra 3,000,000 kronor but, having 
been informed of the purchase of the Separator shares, subsequently 
agreed to ease the burden by allowing 2,750,000 kronor to remain on 
loan to LKAB. The difference from the loan of the previous year was 
that this time the arrangement concerned LKAB, and not the Diskonto- 
fOrening and de Laval. 

At the time of the Gallivare agreement hopes had been expressed that 
a lowering of the discount rate would ease the placing of the loan. In 
August 1898 Marcus Wallenberg observed that though funds were in- 
creasing the Riksbank was still unwilling to lower the discount rate. 
However, he made use of the easier conditions to dispose of SEB’s hold- 


7 “on my journy I drew up a memo about the proposed ipress interview. When I 
should check the facts at the bank, I was horrified to find a letter from LKAB to SEB 
of 23 June 1898 -—-— This note had entirely slipped my memory. Broms has a copy of 
it of course and, though we got nothing out of the transaction, it does cast a shadow on 
us in so far as we allowed Thiel to run riot without protest. The worst aspect is our 
situation vis-A-vis our associates. We must cancel the interview of course or there will be 
awkward repercussions.” MW to KAW, 26 Aug. 1901. 
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ing of the Norges Hypotekbank bonds and those of Hofors. On 26 Sep- 
tember the LKAB loan was opened for subscriptions at a price of 99. 
Convinced that all would go well, both Marcus and Knut Wallen- 
berg went away on a hunting trip and by 30 September subscriptions 
for about 4,000,000 kronor had come in. On the previous day, how- 
ever, the bank’s old adversary Aftonbladet had joined in, demanding a 
more detailed prospectus which it would be possible to scrutinise, and 
more information generally about the standing of the company, insin- 
uating that the share capital of 3,000,000 kronor had never been paid 
up. Aftonbladet went on to say that this investment was more suited 
to speculators than to investors who wished to place their money wisely. 
These comments were indeed similar to those uttered by Marcus Wal- 
lenberg himself in May when he pointed out the unsuitability of issuing 
bonds for a firm whose standing was not well known to the public 
and which did not have enough share capital. 


The intervention was not without effect as no bonds were sold after 
7 October. Soon after the articles in Aftonbladet there was a general 
contraction of the money market. It was first felt abroad and was ex- 
pressed on 20 October in the startling news that Paris had raised the 
bank rate by 1 % (p. 170). Under such conditions there could be no 
question of Sweden’s lowering it. Instead on 25 October the Riksbank 
raised its discount by */2 %. At the end of the year SEB and the Land- 
mandsbank had LKAB bonds on their hands to the value of 3,000,000 
kronor. In March 1899 the bank rate went up another */2 %. It was 
obvious that the bank consortiums would not be able to place any more 
bonds before the payments under the contract fell due. As far as the 
Gillivare loan was concerned, however, Broms gave the banks a respite 
en those bonds which had not been converted; as a result, K. A. Wal- 
lenberg wrote to him, they “would only be left with 6,000,000 kronor on 
their hands, though goodness knows, that’s bad enough.” SEB took over 
the Landmandsbank’s allocation at 95, enabling that bank to withdraw 
with a profit of 63,000 kronor, on the grounds that SEB had been re- 
sponsible for involving it in another rather unfortunate affair. 

In one year the conditions for financing the ore companies had vastly 
deteriorated. The banks had been unable to unload their commitments 
as they had intended. As far as SEB was concerned these amounted 
to 3,000,000 kronor in LKAB bonds and 600,000 kronor in Gallivare 
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bonds, together with direct loans to LKAB of 2,750,000 kronor. Since 
there were deposits to match this latter loan, the bank’s liquidity was not 
yet strained, though this might happen if LKAB proved unable to fulfil 
its obligations connected with the construction of the state railway. 


During 1897 and 1898 SEB had devoted a very considerable part 
of its resources to the exploitation of the ore fields. It had also played 
the leading part in persuading other banks to co-operate in this venture. 
In 1899 it became interested in the other of the natural resources 
which Norrbotten provided, namely the forests, a departure which 
will be dealt with more fully later (p. 336). Thiel and the Diskontofor- 
ening had passed further and further into the background in providing 
finance; indeed to keep de Laval’s various companies afloat they had 
made use of the ore companies. In December 1898 Marcus Wallenberg 
told how, “in checking the 47/2 % Géllivare account from which Broms 
should receive 1,900,000 kronor,” it was found that Broms “had had 
400,000 kronor too much. It was Thiel’s fault, not Broms’s, because 
he went in and grabbed the money and gave Broms some paper in ex- 
change. Separator bonds, I suppose. Net result, we’ve paid out 410,000 
kronor which we ought never to have paid and which we'll never see 
again, except in next year’s settlements.” But Thiel’s manceuvres some- 
times did bring losses on himself or his bank. This happened in Sep- 
tember 1899, when he sold allocations of the Bergslag Railway con- 
version loan for 92 when he had paid 101. In 1898 de Laval’s Angtur- 
bin, and consequently the Diskontof6rening, began to relinquish their 
position as financiers of Asea and this brought more business to SEB 
(p. 227). These years of dear money meant that Thiel’s institution was 
no longer able to undertake big industrial commitments and was obliged 
to let such business fall into the hands of the ordinary banks, particularly 
SEB. It was now apparent that more funds were needed for investment 
to replace those which were lost, or that some means had to be found to 
eke out the meagre resources of the domestic capital market, in order 
to meet the needs of Sweden’s great industries. 
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CHAPTER XIV 


BOND LOANS AT THE HEIGHT OF THE 
BOOM PERIOD 


1. Kristiania Hypothek- og Realkreditbank 


The international boom conditions of the late 1890s were felt with par- 
ticular force in Kristiania. The so-called railway compromise of 1894 
(p. 196) led to the building of stations and a consequent rise in land 
values where previously the land had hardly been used at all. The 
struggle for political independence led not merely to increased arma- 
ments but also to the suspension of favoured treatment for imports from 
Sweden and the creation of many small industries to replace Swedish 
goods. Finally the construction of tramways meant that the effective size 
of the city was greatly increased. All these factors combined to produce 
a rise in the population of the Norwegian capital from 183,000 in 1895 
to 226,000 in 1899, an increase of 23 % in 5 years. Great demands 
arose for accommodation. The rise in land values caused much specu- 
lation and there was also a building boom with much speculative build- 
ing. Mortgage institutions at this time were not adequate to meet the 
demands for credit in the cities, especially in view of the fact that Konge- 
riket Norges Hypotekbank, the only institution of this type entitled to 
issue bonds, was concentrating almost entirely on agriculture. Kris- 
tiania Realkreditbank, founded in 1886 on the same lines as Stockholms 
Intecknings Garanti AB, lacked the resources for large scale activity. 
As a result the building boom was largely financed through short-term 
credits but in 1897 a law was passed allowing banking institutions to 
obtain funds by means of an issue of bonds. 

This new law made it possible to use the cheaper money markets 
abroad and Isak Gliickstadt and K. A. Wallenberg began to plan the 
establishment of an urban building society to do this. They were, how- 
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ever, forestalled as the Realbank was reconstituted for the purpose of 
issuing bonds. Its new name was Kristiania Hypotek- og Realkreditbank. 
It was through Gliickstadt that the first contract was concluded for a 
loan effected through an issue of bonds. It was a 4 % loan of which the 
first issue of 5,000,000 kronor was accepted at 99 by the Landmands- 
bank, SEB, and Behrens.! It was clear that K. A. Wallenberg was as 
ready to place these bonds in Sweden as he was anxious to avoid the 
Swedish market for the bonds of the Norwegian Hypotekbank, which he 
wanted to put on the French market (p. 209). The purpose was evident, 
to use for each security the market which would be the cheapest. As 
neither Germany nor Denmark seemed particularly willing to take Real- 
bank bonds, they were finally issued in July 1898 when the best moment 
for the Swedish market seemed to have arrived. A remarkably large part 
of the loan was placed in Stockholm. One reason was that a large new 
investor had just arrived on the Swedish capital market, the Nobel 
Foundation, which took up bonds to a nominal value of 500,000 kronor. 

The building boom in Kristiania took on such proportions that, as 
early as October 1898, the Realbank proposed that the consortium 
should take a second issue of 4 % bonds and actually make an advance 
payment on them. K. A. Wallenberg was only moderately interested in 
this proposal, maintaining that at the moment it was impossible to place 
4 % bonds in Stockholm, even at a considerable discount. Gliickstadt 
made repeated efforts to come to terms with the Realbank, insisting 
that it was a great pity to break off such a recently established relation- 
ship. Neither Marcus nor Knut Wallenberg attached much importance 
to this argument, but they were reluctantly persuaded to agree to an 
advance payment on 1 June 1899. As the date of the payment ap- 
proached, conditions on the money market became tighter, and it was 
only with difficulty that Gliickstadt succeeded in placing a loan of 
6,000,000 kronor in Hamburg in May 1899. 

K. A. Wallenberg had been concerned in the first attempt to solve 
the problem of providing a mortgage institution for Kristiania, but the 
solution ultimately adopted, the reconstruction of the Realbank, was 
none of his doing. Similarly a good deal of money was raised through 
SEB in the early days but when conditions in the Swedish capital 
market became more difficult SEB showed itself unwilling to con- 


1 W. Keilhau, Kristiania Hypotek- og Realkreditbank, pp. 58 ff. 
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tinue. It was probably out of consideration for Gliickstadt and concern 
for the other Norwegian interests that the bank co-operated as much 
as it did in raising funds for the Realbank. Conditions on the whole 
were such that it seemed much wiser to avoid dealing in bonds which 
might tie up resources, and to look instead for business which was likely 
to bring in funds for investment. 


2. The Norwegian government loan of 1898 


The conversion operations for the Norwegian government loan had been 
concluded in September 1897 by Gliickstadt alone without any public 
invitations to tender. SEB co-operated but the Crédit Lyonnais did 
not, and the placing of the loan was a failure (p. 204). This did not 
cause K. A. Wallenberg, however, to decide to by-pass Gliickstadt as 
an intermediary for negotiating loans in Norway and the latter spent a 
good deal of time in Kristiania in 1898, partly on business connected 
with loans for the Hypotekbank and the Realbank. Gliickstadt’s con- 
nexions in Norway were valuable, but he was very dependent on SEB’s 
contacts in Paris for placing the loans. In February 1898 a new govern- 
ment, of a more definitely left-wing character, came into power in Nor- 
way; despite a slackening of the political tension between Norway and 
Sweden, this government persisted with the rearmament programme to 
pay for which the Storting decided to borrow 20,000,000 kronor. Early 
in the spring Gliickstadt, with the approval of K. A. Wallenberg, was in 
contact with the Norwegian Ministry of Finance, trying to prepare them 
to face the fact that the tightening conditions on the money market were 
bound to mean a higher price for their loan. In view of the fact that the 
French capital market was engaged until September in absorbing the 
Finnish government bonds which were issued in May (p. 211), the Nor- 
wegian loan had to be held back until the autumn of 1898. 

The new Minister of Finance, Elias Sunde, however, had already 
called on Gliickstadt in Copenhagen in July. He told him that it was not 
necessary to treat this armament loan as a domestic one, as the previous 
loan had been, and that, if the consortium offered a reasonable price 
for it, the offer could be accepted without resorting to public tender. 
Gliickstadt advised Wallenberg to procure a good offer from the Crédit 
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Lyonnais which he could pass on to Sunde, as otherwise Sunde could 
hardly be blamed for turning elsewhere. K. A. Wallenberg made no 
attempt to meet Sunde personally, but he made great efforts to meet 
Henri Germain who was visiting Stockholm on a trip through Scan- 
dinavia. When they met they discussed the Norwegian loan and Ger- 
main mentioned a price of 95. K. A. Wallenberg thereupon wrote to 
Thors suggesting 96. The connexion between Norway and the French 
capital market thus became somewhat roundabout involving both Gliick- 
stadt and Wallenberg, the position of one being based on the confidence 
of the borrower, of the other on that of the lender. 

In September correspondence about the conditions of the loan started 
again, but the money market had become still tighter and Gliickstadt 
was compelled to enquire from Sunde what price he could accept. Wal- 
lenberg was finding it impossible to get the French to offer more than 
a price of 94 for a 31/4 % loan. On the other hand he wrote that, “if 
the amortisation period could be lengthened and if Messieurs Thors and 
Moret could be persuaded to go to Kristiania, I think we can patch up 
an agreement.” But this suggestion aroused Gliickstadt’s suspicions; he 
said he would not allow himself to be pushed on one side and reminded 
K. A. Wallenberg that it was he who had initiated this business. Wal- 
lenberg replied that Gliickstadt would, of course, be present also. “The 
presence of Messrs. T. & M. is quite superfluous vis-a-vis the Norwegian 
Government, — — — but they can better than anyone else put pressure on 
Paris if necessary. Anyhow they naturally don’t want to go back until 
their errand is completed.” 

By 13 October K. A. Wallenberg had got the two Frenchmen to 
agree to travel to Kristiania. He himself arrived there ahead of them to 
join Gliickstadt in his attempts to influence Sunde. On the 20th he re- 
ceived a telegram from Marcus Wallenberg with the startling news that 
Paris had raised the discount rate by one per cent. Knut allowed the 
news to be passed on to the newspapers, “as that may strengthen our 
arguments.” He refused to be discouraged by Sunde’s reluctance to pay 
94 for a 3% % loan. “The work goes on, both inside and outside. If 
only the rise in the discount rate doesn’t cause the Paris banks to wa- 
ver.” As far as this last fear was concerned it was an advantage that 
the two Frenchmen had already set out. Opposition on the Norwegian 
side was weakened by a crisis that was threatening the building boom; 
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prices were beginning to fall and the banks were showing a reluctance 
to lend. Similar tendencies were also visible in Sweden. Marcus Wallen- 
berg reported that the Riksbank was putting up the price of the pound 
and the mark. SEB called in a number of temporary loans and received 
all deposits with gratitude. In this situation Marcus was nevertheless 
anxious that Knut should not press the French too hard in this matter. 
Knut, however, was not to be stopped. “It is just because conditions on 
the money market are bad and will be worse,” he wrote to Marcus on 
24 October, “that I have been wanting to push through this Norwegian 
loan, and now it is done.” The final price was 96.60, but at 3 +/2 %, 
harder terms in fact than those offered by the French before the rise 
of the discount rate. As only 8,000,000 kronor were needed in the first 
instance, the Scandinavian and German banks in the consortium, SEB, 
the Landmandsbank, Behrens and the Norddeutsche Bank, acquired a 
large supply of loanable funds at 3 42 % for two or three years. SEB’s 
share of the loan was */3) and the bank received 3,300,000 kronor for 
investment. Knut wrote, “I don’t believe that Norway has borrowed 
money on such unfavourable terms for as long perhaps as 20 years but 
we have still preserved our vantage point for the next occasion.” 

An armament loan had in fact been treated as an emergency loan. 
The French were anxious that the affair should not be made public until 
the bonds were placed. For this reason the press, according to K. A. 
Wallenberg, was deliberately misled. The bonds were placed at 99.6 
and went better than expected. By 7 November the whole loan had been 
sold and the consortium’s profit was 1.54 %. The loanable funds that 
accrued to SEB were probably not the least valuable gain. Already 
by 4 November K. A. Wallenberg had a plan to lend this money to 
bankers in Germany and Sweden at 41/2 or 5 %. The money market 
was tight, he wrote to his brother Oscar, “but fortunately we are very 
well supplied and consequently have everybody’s respect.” This was true 
in France too. When Knut visited Paris in December, Germain expressed 
his satisfaction with the outcome of the Norwegian affair and declared 
that, though there was no lack of willing agents, the Crédit Lyonnais 
would never use any bank other than SEB for its Scandinavian business. 
The chairman of the directors of the Banque de Paris, Gouin, was also 
very appreciative and “appeared to have reached the opinion about 
SEB and ourselves that we hold a quite unique position extraordinaire.” 


249 


3. Government borrowing in the financial crisis of 1899 
Mention has already been made of the strained condition of the Swedish 
money market in the autumn of 1898. The reserves of foreign exchange, 
normally at their peak at this time of the year, were appreciably lower 
than usual. The highest monthly figure in 1898 occurred in January, 
with 50,000,000 kronor. In March 1899 the reserves were down to 
3,600,000 kronor, compared with the lowest 1898 figure of 19,000,000 
kronor. In November 1898 Marcus Wallenberg drew attention to the 
shortage of foreign exchange and expressed his view that the problem 
should be solved by a short-term loan from France for railway construc- 
tion, “for if the National Debt Commissioners call in their loans, a lot of 
people will throw in their hands.” The leading governor of the Riks- 
bank, J. W. Arnberg, expressed similar fears and he also recommended 
a government loan. The situation closely resembled the earlier one in 
Norway and a similar solution was being considered, i.e. to take advan- 
tage of the relatively cheap French capital market. 

Nothing happened, however, until the beginning of March 1899 and 
then the loan was handled very differently from the Norwegian one. The 
plans were announced and competition invited. K. A. Wallenberg 
pointed out to Moret that the Dresdner Bank might be dangerous if 
there was any question of a 31/2 % loan and pressed for their inclusion 
in the consortium. It appears as if K. A. Wallenberg took control of the 
manoeuvres of the consortium and, when Moret and Thors took it 
into their heads to visit Stockholm, he persuaded them to stop in 
Copenhagen. On no account must they arrive, he said, before the Debt 
Commissioners had actually decided to raise a loan. The reasons why 
German competition had to be taken so seriously were firstly the fact 
that use could not be made of the French preference for issuing loans 
under par, and secondly the fact, clearly explained by Gliickstadt, that 
the Germans were basing their offer on a plan to place the loan less in 
Germany than in London and Paris. When tenders were invited and 
were found to be for a considerably larger loan than expected, K. A. 
Wallenberg invited the Dresdner Bank to join the consortium. It then 
emerged that this bank was associated with the Société Générale in Paris 
and Stern Brothers in London. 

The public invitation for tenders did not result in open competition, 
however, but rather in an understanding between the competing con- 
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sortiums. Before the submission of tenders on 14 April both Thors and 
Moret had arrived in Stockholm, though only the latter remained to 
take part in the negotiations. The only tender came from Moret and 
K. A. Wallenberg, and was accepted by the National Debt Commission- 
ers with a minor modification. It was agreed that a loan of 50,000,000 
francs at 37% % should be taken over at 95% by a consortium; the 
Crédit Lyonnais, the Banque de Paris and SEB were each to have an 
allocation of 18%, Hambros, the Deutsche Bank and the Dresdner 
Bank 10% each, and the Landmandsbank, the Privatbank, Behrens 
and the Norddeutsche Bank 4 % each. SEB, however, released 3 % 
of its allocation to the Handelsbank, and 2 % each to Finlands Bank 
and the Diskontoférening (now reconstituted as AB Stockholms Diskon- 
tobank). The consortium’s profit was 1.41 %, rather less than it had been 
on the Norwegian loan. But any comparison must take into account the 
facts that the French stamp duty had been increased from %2 % to 1% 
and that the Swedish loan was not combined with the acquisition of 
loanable funds. The proceeds of the loan were placed, in francs, at the 
disposal of the Swedish National Debt Commissioners in Paris. The 
Riksbank was allowed to use some of these funds to increase its gold 
reserves and to ease the position created by the country’s unusually large 
foreign payments. 

Compared with the previous Swedish government loans, this one of 
1899 turned out to be a fairly simple matter for K. A. Wallenberg. No 
other Swedish bank appears to have been able to challenge his position 
as intermediary, the principal reason for this being that he had the best 
contacts with that foreign capital market which was least affected by 
the boom. 

It has already been shown that in May 1899, when the consortium 
which in 1898 had arranged the Gillivare loan was confronted with the 
stiffer conditions, it was granted a postponement of the date for taking 
over part of the loan; and also that SEB was only very reluctantly pre- 
pared to take part in a new loan for the Realbank (pp. 243 and 246). 
The Swedish discount rate remained unchanged at 6 %, the French at 
3 %. For the last few months 3 % had been the figure in England, 
while the German rate had just fallen to 4 %. In June the German rate 
followed by the English, began to climb, until by the end of the year the 
figures were 7 % in Germany and 6 % in England (p. 170). 
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At the beginning of June, before the symptoms of a crisis had become 
apparent, K. A. Wallenberg took the initiative in a bond transaction for 
a Swedish firm. The transaction was notable in that it took the form of 
placing a loan against an issue of bonds for a private firm before the 
whole sum was actually required. The firm was the Gavle—Dala Rail- 
way, in which the Wallenberg family had long been interested; its stand- 
ing was good and its current dividend was 27 %. A 47/2 % loan of 
2,000,000 kronor against an issue of bonds was arranged for this con- 
cern, terminable on the railway’s side in 1905. SEB took on the loan 
at 98/2 %. A deposit account to the value of the loan was opened for 
the company, on which the same interest was to be paid as that due 
on the bonds. The whole loan had been placed by November at a profit 
of 26,000 kronor. The quick placing of the loan meant that the bank 
had borrowed the money at a rate of interest which was one half per cent 
lower than that payable on the capital account: The director of the rail- 
way company, C. F. Asker, also asked for a higher interest in view of the 
prevailing rates, but K. A. Wallenberg would not agree to this. He argued 
that when SEB arranged a loan under prevailing conditions on terms so 
favourable to the borrower, “they did so to show how clever they were 
as anyone else could hardly have done it; the intention was that the G.D. 
should withdraw this money from SEB as they needed it to meet their 
Own expenses. — — — We for our part can neither pay the G.D. a higher 
interest than they pay us, nor can we agree to your withdrawing money 
from us and investing it with other banks.” The railway should only 
benefit by the loan to the extent dictated by its legitimate needs and the 
bank should be allowed the profit it had earned by being able to place a 
low interest loan so quickly on the capital market. By the end of the year 
1,000,000 kronor of the fund raised was still in the bank’s hands. During 
this year there were also transferred to the bank 1,763,000 kronor from 
the 4 % bonds of the Bergslag Railway, which according to the 1897 
conversion agreement were to be redeemed on 2 January 1900 (p. 237). 
This was indeed a timely addition to liquid funds. 

The bank’s good liquidity proved most useful during the crisis in 
Kristiania, when Chr. Christopherson and Co. had to suspend payments 
on 12 June.” The resultant crash had far-reaching consequences on the 
money market. Speculation and the building boom came to an abrupt 


2 N. Rygg, Norges Banks Historie II, pp. 243 ff. 
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end. Some banks had to suspend payments and others came very near 
to it. The Bank of Norway came to their assistance and received help in 
turn from the government which could rely on its foreign funds for the 
purpose. This meant, that the loan consortium had to part with its loan- 
able funds long before the time specified by the loan agreement. The 
Ministry of Finance had begun to disengage funds prematurely, as early 
as in April; in July it withdrew what was left, including more than 
2,000,000 kronor of SEB’s, which was surrendered against a commis- 
sion. Another consequence of the effect of the crisis on the building 
boom was that the consortium was left with a large quantity of Real- 
bank bonds on its hands. In short the Norwegian bond deals, instead of 
bringing in additional resources, compelled the bank to draw on its own, 
just at a time when there was a large demand for credit in Sweden, partly 
for Asea and partly for LKAB, and it became increasingly difficult 
to find means on the capital market of financing these two enterprises 
(pp. 227 and 243). 


4. The first Norwegian mortgage loan on the French market 


By July 1899 the Norwegian Treasury had used up the funds from the 
previous loan in supporting the Norwegian banks. The members of the 
consortium were certainly well aware that this meant that Norway would 
soon require another loan, and the Scandinavian and German members 
must have been anxious to acquire more loanable funds. K. A. Wallen- 
berg was at first more concerned with investigating the prospects of a 
loan for Norges Hypotekbank, in whose bonds he had unsuccessfully 
tried, eighteen months earlier, to interest the Crédit Lyonnais (p. 209); 
the difficulty then had been the stamp duty which, as has been seen 
(p. 195), fell heavily on all non-governmental securities. A borrower was 
required ‘to subscribe to the taxes’: this meant registering his bonds with 
the French taxation authorities and agreeing to the annual payment of 
stamp duty of 0.06 % on bonds outstanding, a transfer tax of 0.2 % on 
the value of the bonds, a tax of 4 % on the coupons and, at redemption, 
on the difference between the original price and the redemption figure. 
These various duties were calculated to amount on average to 11 % of 
the interest on the loan; in other words a 3.5 % loan would in fact cost 
3.9 %. At the Crédit Lyonnais the view was taken that there were ways 
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and means of persuading the authorities to reduce the proportion of 
bonds which they regarded as registered in France and therefore liable 
to tax, but it was impossible to say in advance what attitude would be 
taken in individual cases. Not merely was the tax an additional burden, 
but also it was not exactly calculable. Where a choice was involved 
between the French and the other foreign capital markets the former 
had to be able to offer appreciably better prices to offset this disad- 
vantage in the matter of taxation. Kaartvedt claims, however, that in 
1899, after long negotiations with the French government, Norges 
Hypotekbank succeeded in having its bonds regarded as government 
securities, thereby escaping with a stamp duty of only 1 %.° 

In August 1899, when the correspondence appears to have started 
between Moret and K. A. Wallenberg relating to the new loan, there 
was no suggestion that the Hypotekbank should do anything but “sub- 
scribe to the taxes.” Both men were clearly of the opinion that the Hy- 
potekbank would be easier to handle under the pressure of higher in- 
terest rates. Wallenberg, however, seems hardly ever to have mentioned 
the actual conditions of the loan in his correspondence, as he did with 
the Norwegian government loan which came up for discussion in Sep- 
tember. If only Thors and Moret would come to Kristiania, it would 
be possible, he wrote to Moret, to kill two birds with one stone and, 
after discussions with the board of the Hypotekbank, to reach a decision. 
This could not be done by letter and under normal conditions. 

Negotiations for a new government loan began in September under 
the guidance of Sunde, the Norwegian Finance Minister, who asked 
Glickstadt to discover whether a loan of 30,000,000 kronor, bearing an 
effective interest of 3°/s %, would be possible. After K. A. Wallenberg 
had been in touch with Moret, Gliickstadt was able to obtain certain 
concessions from Sunde. In order to produce an offer that would induce 
the French negotiators to come to Kristiania, K. A. Wallenberg laid 
stress on the importance of the Hypotekbank’s efforts to get a foot into 
the French market, efforts which were bound to be viewed sympatheti- 
cally by the Norwegian government. An intensive exchange of telegrams 
with Moret shows that Wallenberg was also trying to persuade him to 
raise his price. For a long time Moret held out for 90, but Wallenberg 
insisted on 93 before he would agree even to go to Kristiania. More or 


8 A. Kaartvedt, Kongeriket Norges Hypotekbank 1852-1952, p. 321. 
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less simultaneously, the Storting acquiesced in the situation and Paris 
agreed to offer a price of 91/2; Wallenberg then arranged to begin ne- 
gotiations in Kristiania on 3 November. 


On this trip to Kristiania Marcus Wallenberg for once joined his 
brother. Something special was brewing. On 27 October SEB was asked 
to find 6,000,000 kronor for LKAB, a difficult matter which will be 
discussed later (p. 259). The Norwegian government loan proved less 
intractable and a loan agreement was signed on 4 November. The con- 
sortium was the same as before, and the price was 91. A special agree- 
ment with the Scandinavian and German banks provided that from the 
beginning of the following year they should receive 26,950,000 francs 
of loanable funds at a rate of 47/2 %, or at 4 % if the discount rate of 
their national bank was less than 5 %. Each bank was to be allowed 4/5 
of the sum. Of the total the sum of 8,950,000 francs would remain 
invested until June 1900, after which it might be withdrawn at a month’s 
notice. The remaining 18,000,000 francs would remain invested until 
2 January 1901 and could then be withdrawn at three months’ notice. 
The banks paid a considerably higher interest rate for these funds than 
in the previous year while the price of the bonds was even lower than the 
price agreed by the French. The placing of the bonds went quickly and 
the profit shown was 1.61 %, rather higher than in the previous year. 
On his return home K. A. Wallenberg pronounced himself satisfied with 
the price. “Moreover”, he wrote, “SEB has acquired some relatively 
long-term loanable funds and at a decent interest. Our profits on a loan 
like this can be reckoned totum et tantum at 100,000 kronor — — -. I 
also did some good business with Kongeriget Norges Hypotekbank, 
too long to explain here, but it will bring in immediate profit and may 
have very useful long-term consequences.” 

The government loan brought in profits and a supply of new and 
much coveted funds for investment, not to mention a further strengthen- 
ing of SEB’s position vis-a-vis the French banks; but no new principles 
were involved. In the matter of the Hypotekbank loan, however, there 
was. On Sunday 5 November Sunde gave a luncheon party at Holmen- 
kollen. “We went up at 11.00 a.m. and got home again at 10.00 p.m.— 
a pretty substantial lunch!” was K. A. Wallenberg’s comment. There was 
no doubt some discussion of the Hypotekbank loan at this party. Be 
that as it may, two new agreements were concluded the next day, pro- 
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viding a solution for the problem of the Hypotekbank loan on wholly 
new lines. The directors of this bank gave Gliickstadt and K. A. Wallen- 
berg an option till 15 December on an issue of 4 % bonds amounting 
to 10,000,000 kronor, at a price of 92 for the French market. There 
was a clause referring to verbal agreements which assumed that the 
bonds would be placed in France and that the stamp duty would be the 
same as for government securities.. The document had the blessing of the 
Treasury, ie. of Sunde. Gliickstadt and Wallenberg, by a special oper- 
ation, transferred the option that same day to the Crédit Lyonnais and 
the Banque de Paris. 

Thus the possibility arose of getting the Norwegian Hypotekbank’s 
bonds treated in the same way as government securities. The Hypotek- 
bank gave Gliickstadt and Wallenberg the chance, if by 15 December 
they could conclude an agreement on these terms, of taking over the 
4 % government bonds at a price only one unit higher than that deter- 
mined for the recently concluded 3*/2 % loan. This was a tempting offer, 
only explicable in the light of the fact that conditions had been tight in 
those money markets where the Hypotekbank had borrowed money 
before. The chance of taking over this offer must have tempted the 
French banks even though by their standards the sum was a relatively 
small one. 

The Crédit Lyonnais immediately produced a detailed report which 
was quite differently constructed from the one of 1891 when another 
loan to Norges Hypotekbank was under consideration. The report was 
purely legal in approach and was based on a translation of the relevant 
Norwegian laws, the author making the reservation that it was necessary 
to make sure of the attitude of the Norwegian government. What he 
said, inter alia, was that the Hypotekbank was not a company and did 
not constitute a separate legal entity as against the state, but that the 
state was “le vrai débiteur des dettes de la Banque”. Its bonds were 
therefore comparable with certain Russian and Argentine securities, 
on which was paid the low stamp duty levied on government securities. 
By 13 November Moret already felt that an affirmative answer was likely 
from the French taxation authorities, and on the 14th he telegraphed 
that they had definitely agreed to a 1 % stamp duty. Moret hoped that 
this good news would lead to new and interesting business in the future. 
The option was not to be exercised until later, however, after the Nor- 
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wegian government loan had been placed and a proper agreement drawn 
up. A good deal of detailed correspondence followed in which the 
wording of the text of the bonds was minutely checked, Moret insisting 
that the bonds must resemble government bonds as closely as possible. 
The final negotiations were conducted in Paris by Knut and Marcus 
Wallenberg in person. By 4 December it was clear that the French banks 
were going to take up the option and on the 11th the Crédit Lyonnais 
was in direct communication with the Norwegian Hypotekbank. These 
negotiations were intended to remain a secret; not even Behrens was 
told, although he had a participation through Gliickstadt, until the story 
was let out through an indiscretion by Peder Rinde, the one of the three 
members of the board of the Hypotekbank who was opposed to the 
policy of the Ministry of Finance. It is probable that all the bonds were 
disposed of by then, as by 20 December the Crédit Lyonnais had already 
drawn up the consortium’s profit and loss account. The profit was 
Vase) saan 

According to the original allocation in Kristiania, and with the syndi- 
cate’s profits standing at 3 %, the Crédit Lyonnais group should have 
received 410,000 kronor, while the SEB group had to be satisfied with 
115,000 kronor of which only 65,000 kronor went to SEB. When K. A. 
Wallenberg returned to Stockholm from Kristiania he wrote to Moret in 
a tone very different from his usual friendly one. He said that on the 
last night in Kristiania he had been far too tired to defend his interests. 
Nobody but himself would have introduced the French to such a piece 
of business without demanding his right and proper share, namely half 
the profit. And to carry through this particular deal he would not have 
needed the help of the Crédit Lyonnais. With the option letter in his 
pocket he could easily have found co-operation anywhere. “La modestie 
est une belle chose, mais ceci s’appelle ridiculité.” Moret and Thors 
replied immediately that they fully recognised the value of Wallenberg’s 
part in the affair, but it was in Paris that the most important part of the 
work had to be done, i.e. to get the bonds accepted on reasonable terms 
by the French taxation authorities. To meet him, however, they increased 
the share of the Scandinavian group to 3,666,666 kronor, of which 
SEB by earlier agreement would pass on 1,666,666 kronor to friends 
and retain 2,000,000 kronor. It is clear from the correspondence that it 
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was not intended that this extra allocation to SEB should be shared with 
Gliickstadt. 

The loan transaction which introduced the Norwegian Hypotekbank 
to the French market had some of the qualities of a coup. There is no 
trace of any direct dealings with the French government. The deal was 
put through at the administrative level, and the argument used was that 
the Norwegian Hypotekbank had‘a status in law which entitled its bonds 
to be regarded as comparable with government securities. Wallenberg 
could justifiably claim that it was he who was primarily responsible for 
introducing a valuable new client to the French market. 


5. French credit for Luossavaara—Kiirunavaara 


The two bond issues negotiated in Kristiania were based on the market 
for Scandinavian government securities which had developed over the 
years and had often proved valuable. In the letter in which Thors ac- 
knowledged K. A. Wallenberg’s contribution to the Hypotekbank trans- 
action he also mentioned that he was seriously studying the iron ore 
affair. This was the third important point which was dealt with in Kris- 
tiania in November 1899. It was an entirely new kind of business, in- 
volving the French financing of a Swedish industrial concern. Only one 
of the French banks in the consortium, the Banque de Paris, was suit- 
able for this purpose; in the spring of the previous year K. A. Wallen- 
berg had already expressed a wish for closer connexions with this bank, 
the leading French banking institution dealing with industrial matters 
(p. 211). 

During 1899 the finances of the ore companies, despite payments on 
bonds of the 1898 issue, became increasingly precarious. LKAB had, 
it seemed, 6,000,000 kronor tied up in Separator shares at 10,000 
kronor and, though the Separator dividend was increased in March from 
450 to 500 kronor per share, the Stock Exchange price rose no further 
than 9,620 kronor. By May it had dropped to 8,800 kronor and by July 
to 7,950 kronor. It is clear that LKAB could not without considerable 
loss release the resources it needed for construction work in order to 
allow its plans for expanding exports to get under way as soon as the 
Ofoten line was completed in 1903. The biggest Swedish banks were 
in association with LKAB’s rival, the Gringesberg company, and the 
Swedish bank consortium which had floated the earlier bond loan still 
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had many of these bonds on its hands. SEB’s total commitments to the 
ore companies may be estimated to have been nearly 6,000,000 kronor 
in 1899, the largest advance to any client and a sum equal to nearly half 
the bank’s own funds. 


This was the position on 27 October 1899, when SEB was authorised 
to obtain for LKAB a credit of 6,000,000 kronor. No contemporary 
record has been found of any of the events that lead up to this decision. 

When the finances of LKAB were being discussed earlier SEB had 
suggested the issue of more shares, but had met with opposition on this 
point from Broms. A little later, in connexion with the agreement of 
1898, Broms conceded to SEB the right to subscribe for a minimum 
amount of 600,000 kronor at par (p. 241). When more money was 
needed the obvious action to take, bearing this concession in mind, was 
to issue more shares. But this would have meant that the Gillivare 
company, which held a majority of the shares, might run the risk of 
earning a smaller share of any profits. A remarkable decision of the 
board of directors of the Gallivare company, dated 31 August 1899 and 
recorded in the minutes, must be regarded as a means of offsetting this 
awkward fact. According to these minutes Broms asserted that from 
1895 the Gallivare company, solely out of consideration and regard for 
LKAB, had mined and shipped more of its ore than was desirable for 
its own interests and had moreover received lower payments for these 
shipments than for its normal deliveries. The difference amounted to 
1,579,000 kronor, which was debited against LKAB, with interest at 
6 %, but none of this had been notified to the LKAB board. Not until 
30 April 1900, in a discussion of the board’s report on the previous 
year’s activities, did the transaction come to the notice of all the directors 
of LKAB. C. J. Ljunggren, who represented minority interests on the 
board, then announced that he could not accept this measure. This was 
reasonable. As in 1895 (p. 229) a majority group who doubted their 
ability to retain their profits if the company were expanded through the 
issue of more shares, secured a claim on the company by very dubious 
means. 

Once again SEB agreed to try to secure money for the company 
without compelling it to issue more shares. The official proposal, partly 
for an advance and partly for an ore sales agreement for LKAB, origi- 
nated, not with LKAB, but with the majority share holder, the Gallivare 
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company which owned the right to sell LKAB’s ore. Broms explained 
that, as the credit was to replace the share issue, his concession con- 
cerning SEB’s subscription rights would lapse. He proposed instead the 
following conditions. There would be a credit of 6,000,000 kronor to 
be repaid before the end of 1912, an interest payment equivalent to the 
current Riksbank rate for a 6-months loan and an annual commission 
of 2 % together with a royalty payment of 30 Gre per ton of ore exported 
between 1903 and 1912. If SEB succeeded in securing agreements for 
the sale of all the ore which was available for export between 1903 and 
1913 the royalty figure would be increased to 50 Gre. In other words, 
a subscription right had been exchanged for royalties and these were to 
be increased if the granter of the credit was also instrumental in pro- 
moting sales. 

Only faint traces of the negotiations for the sale of the ore are found 
in SEB’s records. The discussions were left to. Ernest Thiel while Knut 
and Marcus Wallenberg concentrated on the provision of finance. When 
the bank accepted the task the prospects of a new Norwegian govern- 
ment loan looked favourable. In fact all did go well, with the result that 
increased loanable funds became available, making the bank itself more 
able to provide some of the credit required. Though Moret was not 
attached to the Banque de Paris he nevertheless served as the bank’s 
intermediary in Paris. A week after his return from Kristiania, K. A. 
Wallenberg wrote to Moret that preliminary discussions with Broms had 
led to the discovery of a possible way around the obstacles. This was to 
grant a loan against 5 % bonds at par with a 2 % annual commission. 
The lenders should also receive 2,400,000 kronor in 5 % ‘bons’, pay- 
able between 1904 and 1912. In his letter K. A. Wallenberg supplied a 
good deal of information about the history and standing of LKAB, and 
added “Je repéte que l’affaire est exceptionelle trés lucrative et sans 
risque, et surtout il ne faut pas comprendre notre proposition comme 
une demande, car c’est une offre amicale.” The whole business now 
began to look like a bond transaction, not unlike the agreement of 1896 
which provided for the financing of the ore railway (p. 233). The royal- 
ties could be converted into bons. K. A. Wallenberg presented the pic- 
ture as a friendly invitation to the French bank. 

Thors and Moret had obviously shown considerable interest in the 
deal in Kristiania and in November 1899 a careful account was given 
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in Paris of the LKAB transaction, presumably written by Moret. It com- 
bined details about the ore fields, their history and size, the quality of the 
ore with figures about the contracts already concluded for the sale of 
ore. The proposed use of the 6,000,000 kronor was specified and it was 
noted that 700,000 kronor was reserved for interest payments. This sum, 
together with a further 897,000 kronor set aside by the company, guar- 
anteed the large amount of interest which would have to be paid out 
by the company during the years of expansion until 1903, when the 
railway would be complete and the company able to earn profits on its 
deliveries of ore. In conclusion it was stated that the amount of the loan 
was sufficient to enable the company to come into full operation and 
also that SEB was concerned in the affair to as much as 50 %. In 
addition to being interesting for its thorough analysis of the significance 
of the credit, the document is also revealing in that it relied entirely on 
the discussions in Kristiania and on material provided in K. A. Wal- 
lenberg’s own letter. It must be assumed therefore that even in Kristia- 
nia it had been decided that SEB would be responsible for half the 
credit. This naturally gave SEB a much stronger position than if it had 
been acting solely or even mainly as an intermediary. 


The Banque de Paris, however, was not easily convinced. A telegram 
from Thors on 22 November induced Knut and Marcus Wallenberg 
to leave for Paris on the following afternoon. They arrived on Saturday, 
25 November in the afternoon, and were immediately visited by 
Thors and Moret. Conferences at the Banque de Paris were arranged for 
Monday and Tuesday. Thors invited them to dinner and K. A. Wallen- 
berg began to be hopeful. But after Monday’s conference he found the 
situation “more difficult than I had expected,” he wrote to Kinnander. 
“You might mention this to E. Thliell. Tomorrow we do battle again, 
but I have not yet lost hope.” On the Wednesday Marcus wrote that 
“we are eating our way to success. If we can get the Banque de Paris 
et des Pays-Bas on our forks all will be well. The Frenchmen are 
distinctly suspicious; one of their experts has put it into their heads 
that the Kiirunavaara ore contains titanium.” Thanks to Lundbohm’s 
book they had been able to prove that it was only present in insignificant 
quantities, but all he was hoping for was an agreement in principle. The 
discussions went on all week without any positive result. “When we 
return to Stockholm,” wrote Marcus, “we will have to talk to Broms and 
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then write again to the Banque de Paris. The French want guarantees 
that the money will be properly used and that there will be enough.” 

On 5 December the loan came up on the agenda of the board 
meeting of the directors of the Banque de Paris and an agreement was 
concluded on 7 December in which it was stated inter alia that SEB 
was to exercise general supervision in the joint interest. This was the 
only reference in writing to the French desire for guarantees, mentioned 
by Marcus. But this did not mean that this aspect could be ignored. 
K. A. Wallenberg wrote to Moret that they were determined to demand 
a new and well qualified managing director, as well as a company 
chairman, “d’un certain ‘standing’. Mais ca sera dure”. 

At the time of this letter an approach had already been made to the 
managing director of the Iggesund works, Commander Arvid Lindman, 
who had not yet entered political life. Marcus Wallenberg had been a 
cadet with him at the Naval College and was. undoubtedly responsible 
for the character sketch which Knut produced two years earlier, when 
proposing Lindman for the post as head of the Swedish State Railways: 
a man of “great administrative gifts, knowing what he wants, with a 
clear and incisive mind, with business training and versed in languages.” 
It was not easy, however, to persuade Lindman to move to LKAB. He 
made several conditions and declared inter alia that a credit of 6,000,000 
kronor was not enough. There must be some guarantee that before 1904 
another 4,000,000 kronor would be forthcoming. The appointment and 
dismissal of officials etc., should be the task of the board alone, with a 
right of veto reserved to the managing director. Lindman was in fact 
demanding that Broms should be removed entirely from any managerial 
position in LKAB and that SEB should commit itself financially to the 
project still further. A few days later, however, he notified Marcus Wal- 
lenberg that, mainly out of consideration for the Iggesund company, he 
must decline the appointment. The Wallenberg brothers continued their 
attempts. They first succeeded in overcoming Broms’s reluctance to raise 
more share capital as Lindman wanted. Then they turned to Iggesund 
and tried to overcome the objections of its chairman, Hugo Tamm. In 
order to set the business, as K. A. Wallenberg wrote to Thors, “sur une 
base solide, morale et économique” he enlisted the help of his old allies, 
Bostrom, the Prime Minister, von Krusenstierna, the Minister of the 
Interior, and T. Nordstrém who had become the head of the Swedish 
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State Railways. The outcome was a compromise with Iggesund; Lind- 
man accepted the appointment, but only for just over a year. 


The negotiations for a new managing director showed a definite wish 
on the part of the bank to carry through reforms in the administration 
of LKAB and to place it under the leadership of a man of recognised 
ability. K. A. Wallenberg’s earlier attempts to transfer the ore fields to 
state ownership now found expression in his co-operation with the 
government and in the fact that he secured the company’s agreement to 
a proposal that the Crown should have the nomination of the chairman 
of the company. Negotiations for a long-term sales agreement began in 
December 1899, probably through Ernest Thiel, and resulted in a very 
advantageous contract with the Norddeutsche Bank, as agent and guar- 
antor of a number of German blast-furnaces, for the delivery of ore by 
the Gallivare company: 500,000 tons in each of the years 1903 and 
1904 and 872,000 tons yearly from 1905 to 1912. 

When this agreement was signed the banks had performed, at least in 
part, one of the two services which the Gallivare company had asked for 
on 27 October. They did not, however, receive any corresponding in- 
crease in their royalty fee. Presumably this concession was surrendered 
in return for Broms’s yielding on some other points, e.g. on the question 
of the managing director and of the share capital. 

The final agreements were concluded on 4 January 1900. As soon as 
the company had increased its share capital from 3 to 6 million kronor, 
SEB would open a credit of 6,000,000 kronor for LKAB. Of the share 
subscriptions the bank was to answer for 2,500,000 kronor and Broms 
for 500,000 kronor, though the latter would be entitled to lodge them 
in the bank as security for loans. The shares were to be paid in through 
certificates of deposit which were not to be cashed until the credit had 
been used up. The company also undertook to install Lindman as manag- 
ing director and not to borrow money without the bank’s consent as 
long as the credit was still being drawn on. According to the loan con- 
tract a sum of 1,000,000 kronor was to be paid out on 1 February 1900, 
2,000,000 kronor on the same date in 1901 and 1902, and the balance 
on 1 February 1903. SEB and the Banque de Paris were promised an 
ore royalty of 25 dre while SEB was given an extra 5 Gre per ton “as 
compensation for the financial support you have hitherto afforded us.” 
These royalty payments were later exchanged for a grant of 2,400,000 
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kronor plus 800,000 kronor in 5 % bons, payable from 1905 to 1912. 
Authority in the company was determined by an agreement between 
Broms and K. A. Wallenberg, who subscribed the shares for SEB; for 
the next six years they would settle the membership of the board by 
mutual agreement, but in case of dispute, T. Nordstrom would have the 
casting vote. Broms was given the option for 1905 and 1906 of buying 
out Wallenberg’s shares at twice their nominal value. 

As well as his concession over the managing directorship, Broms also 
gave way on the question of share capital. He admitted new share- 
holders who had subsequently to be given a share of profits. The ma- 
jority group, led by Broms, had surrendered its predominance for six 
years. During this period authority was to be shared with SEB who was 
co-operating closely with the government. This capitulation was a result 
of the bank’s having insisted upon an increase in the share capital. 
K. A. Wallenberg maintained that it was madé easier by the grant of a 
personal loan to Broms by SEB to enable him to subscribe his shares, 
allowing him to secure for himself the whole profit on the 500,000 kro- 
nor of shares he was entitled to acquire. Apart from the Géllivare 
company, all the shareholders appear to have exercised their right to 
receive an allocation of the new shares, for in the end K. A Wallenberg 
subscribed only for the 1,800,000 allotted to GAallivare. 

For LKAB, the agreements provided that it should receive by instal- 
ments a total sum of 9,000,000 kronor, on 6,000,000 kronor of which 
interest and annual commission totalling 7 % were to be paid, plus 
3,200,000 kronor in bons. In a letter to Thors, K. A. Wallenberg ex- 
pressed the view that these conditions were, “quoique un peu onereuses 
pour la société, n’est qu'une rémunération convenable pour tous les 
services que, jusqu’ici trés désintéressé, j’ai pu rendre a la société depuis 
plus de dix ans.” K. A. Wallenberg felt that he could, with a clear 
conscience, receive payment for the services he and his bank had render- 
ed both in the past and in connexion with this particular project. 

A third of SEB’s bons had to go to the Diskontobank in return for 
its participation in the 6,000,000 kronor loan. Moreover the Diskonto- 
bank had also taken responsibility for one fifth of the figure agreed with 
Broms when the doubling of the share capital was settled. In this in- 
stance payment in cash could not be expected until 1903. As far as the 
main credit was concerned the Diskontobank was released from pay- 
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ments. Its share was placed in a special account and SEB received the 
interest and commission. In other words the Diskontobank received a 
share of the profits without having to pay out any money, in return for 
bearing some of the risk. This arrangement may have been a form of 
payment to Ernest Thiel for his help with the sales agreement. In any 
case the ultimate result was that SEB received only 1,283,000 kronor in 
bons, less in fact than the share of the Banque de Paris. 

It is only partially true then to describe the large credit granted to 
LKAB at the turn of the century as a French loan.‘ The direct contri- 
bution in French money amounted to 3,000,000 kronor only, one half 
of the actual loan. The other half came from SEB. This fact is in itself 
evidence of the high degree of liquidity of the bank’s assets; it was the 
consequence of the successful placing of government loans on the 
French market and the resulting acquisition of loanable funds. The bank 
also undertook a long-term commitment to handle a share issue of 
3,000,000 kronor. The total amount engaged by SEB could be set at 
about 4,000,000 kronor, or, if added to its earlier commitments, at 
10,000,000 kronor. At this time the bank’s capital and reserves amount- 
ed to 13,000,000 kronor. Taking these facts into account one can 
understand why the advance had to be combined with a contract 
securing for SEB control over both LKAB and the credit. When K. A. 
Wallenberg offered the Diskontobank a part in the share transaction it 
was on condition that he might conduct the affair “as I see fit”. When 
he reported to Thors that all the arrangements had been satisfactorily 
made, he added “Reste maintenant la surveillance. Vous pouvez étre 
persuadé qu’elle ne sera pas trop indulgente.” 


In this big credit to LKAB we see a weaving together of two threads 
of development in the growth of SEB’s activities up to the turn of 
the century:—international bond dealings and industrial business. The 
conditions making the credit possible had been established in earlier 
years, in the connexions so carefully built up with French concerns, 
and in SEB’s very liquid position which at this time was due to an 
abundance of loanable funds. Short-term funds of a similar kind, origi- 
nating in France, had been lent indirectly by SEB to Swedish industry 
before, but great difficulties had resulted when they could not be con- 


4 J. Sundbom, Sveriges kapitalimport fran Frankrike 1870-1914. 
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veniently disengaged. It was as the final consequence of such a trans- 
action that SEB had committed itself so heavily to the financing of 
ASEA in 1899, a commitment which had made possible a considerable 
expansion of the electrical industries. But obviously this had greatly 
reduced SEB’s ability to provide unaided the funds needed to safeguard 
the money already invested in the ore fields of Norrbotten and to keep 
the whole project going. And so a further step was taken and French 
capital was induced to become directly interested in Swedish industrial 
development. The money was not cheap, but it ensured the completion 
of work which in the future would bring rich returns from natural 
resources which had hitherto provided nothing. It was a question of 
securing investment in order to complete a ‘development block’ (p. 155). 
Until now LKAB had been financed without any cash contribution 
from its owners, and the share capital which had remained unaltered 
since 1890 had been provided exclusively by apports. The new accession 
of funds in 1900 still did not come from the owners but from the banks. 
This time, however, the banks kept firm control of the use of these funds 
and insisted on reforms in administration. It may well be that behind 
this policy lay the lessons learned from the experience of the Banque 
de Paris in financing big industrial projects before the phase of con- 
solidation. Stockholms Enskilda Bank had begun to play an increasing 
role in such matters and had become a ‘share-issuing house’, a banque 
ad affaires. 
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CHANGES IN BANKING ORGANISATION 


1. Business conditions, 1900-1906 


During these seven years the international capital market was con- 
siderably affected by international disagreements in the political field 
and by the consequential war preparations. Interest rates in Europe at 
no time returned to the low level which had prevailed before the 
upswing of the 1890s. In 1900 high interest rates resulted in the first 
appearance of the U.S.A. as a lender to European local authorities and 
governments. This was not yet to become a regular feature, however, 
and Europe still had to continue to find the money for her own needs, as 
well as for those of the rest of the world, out of her own resources. 

The first years of the century were overshadowed in England by the 
Boer War which made big demands on capital. Concurrently there was 
a slight slackening of economic activity, probably as a result of a de- 
pression which began in Germany in 1900. In England, however, recov- 
ery began in the autumn of 1904, clearly associated with a revival of 
capital exports which reached a peak in 1907-08. As before, most of 
these credits went to countries outside Europe. The situation in France 
was more stable and the recession of 1900 did not go very far, but 
the capital market became increasingly politically influenced. Russian 
reverses in her war against Japan did not lead to any depreciation in 
the value of Russian securities; on the contrary, increasing amounts 
were placed on the French market, particularly for reconstruction after 
the war. French industry received the benefit of many large orders in 
consequence. But a more important aspect was that for political rea- 
sons the French government used its considerable powers of control 
over the capital market to encourage loans to Russia and her allies. The 
objectives of French colonial policy sometimes also led directly to 
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foreign lending, as it did for instance in Morocco. France continued 
to have low interest rates. The high level of business activity that pre- 
vailed in 1905 and 1906 did not affect interest rates in France in the 
same way as in England and above all in Germany. 

The German crisis of 1900 was caused by purely economic factors. 
It has come to be known as the ‘electricity’ crisis, as the over-investment 
that brought it about was primarily in electric tramways. The resources 
of the banks and the local authorities were inadequate for all the 
schemes that were started. One result of the crisis was the amalgam- 
ation of firms within the electricity industry. Union combined with All- 
gemeine Elektrizitats Gesellschaft, and Siemens & Halske with Schuc- 
kert. The two resulting companies, A.E.G. and Siemens-Schuckert, both 
set up financing companies and also co-operated with each other, a 
development which led in the end to the complete cartelisation of the 
German electrical industry in 1903. All this occurred during a typical 
depression, marked by unemployment, the liquidation of bad invest- 
ments and rapidly falling interest rates. This last feature helped to bring 
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the depression to an end in that it eased the shifting of industrial credits 
on to the capital market. In consequence money became more readily 
available and also cheaper. In 1904 the big chemical concerns also began 
to form a cartel. A rapid improvement in conditions began in the autumn 
of that year; by 1906 this had created shortages of raw materials, labour 
and capital. German industry was by now characterised by a markedly 
monopolistic structure.* 

In 1890 22 % of the Swedish population depended on industry and 
mining for their livelihood. By 1900 this figure had risen to 28 % and by 
1910 to 32 %. These percentages give a rough indication of the rapid 
transformation of Sweden into an industrial country around the turn of 
the century. The biggest changes took place between 1890 and 1900 
and by the latter date it is fair to say that Swedish commercial and in- 
dustrial life had expanded to a point at which it had become sensitive to 
economic cycles of the same type as those which affected other in- 
dustrial countries. To a greater extent than before, the criteria for 
estimating economic conditions and changes in economic structure are 
now to be found in industrial statistics. These figures became more 
comprehensive from 1896 on, especially as they began to include saw- 
mill statistics. Table XIII gives certain figures for the period 1896— 
1913 and provides a rough picture of industrial development in Sweden 
around the turn of the century. 

The structural transformation was most marked in the mining of iron 
ore, pulp production and in the engineering industry, all of which 
expanded greatly. Sweden was now also beginning to acquire a fleet of 
steamships. On the other hand timber exports, which during the five 
years 1896-1900 had accounted for 43 % of all Swedish exports, ceased 
to expand, and the production of pig-iron did not keep pace with the 
general expansion. Table XIV completes the picture of industrial 
growth. 

Throughout the economy the boom conditions of the 1890s continued 
into 1900 but collapsed in the following year. Nevertheless the situation 
can hardly be called a crisis; the figures of timber prices and exports fell 
only slightly; pig-iron production was maintained though the prices ob- 


1 J, Akerman, Ekonomisk Teori, II, 389 ff. C. K. Hobson, The Export of Capital, pp. 
155 ff. E. Baldy, Les banques d'affaires en France, pp. 196 f., 225. H. Feis, Europe the 
World’s Banker, pp. 118 ff. A. K. Cairncross, Home and Foreign Investment, pp. 3, 187 ff. 
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XIII. SWEDISH INDUSTRY 1896—1913 
Eg a EO ee eee 
Production and Export 


Timber Pulp pro- Iron ore Pig-Iron Manufac- Steam- Indus- 
exports duction produc- produc- tures of ship trial 
(000 dry weight tion (000 tion (000 iron and ton- workers 
cu.m.) (000 tons) tons) tons) engineer- nage in emp- 


ing prod- (000 loyment 
ucts (mill. tons (000’s) 


kronor) net) 

1896 6,681 219 2,038 494 62 206 230 
97 6,990 240 2,086 538 Hal PUBNS) 249 
98 6,688 262 2,303 52 91 266 275 
99 6,788 264 2,435 498 106 298 287 

1900 6,963 313 2,608 S27 119 825 296 
01 6,226 334 2,794 528 107 342 293 
02 6,950 395 2,896 538 109 357 294 
03 7,276 438 3,678 507 111 376 302 
04 6,739 465 4,084 529 123 408 309 

1905 6,573 519 4,365 539 119 460 312 
06 6,996 548 4,502 605 157 488 328 
07 6,294 661 4,479 616 -.181 533 335 
08 5,788 750 4,712 568 176 564 3027/ 
09 5,202 686 3,885 445 156 583 318 

1910 5,978 949 5,550 604 185 593 332 
11 6,049 958 6,151 634 195 610 335 
12 6,332 1,126 6,699 700 226 652 342 
13 6,878 1,187 7,476 730 265 721 361 


Source: Statistisk dversikt, 1870—1915. 


tained were appreciably lower. Pulp production, ship-purchases and 
mining, on the other hand, continued to increase as before. But the rapid 
growth in the number of employed industrial workers came to a halt 
while production in the engineering industry actually declined somewhat. 
The number of bankruptcies, already rising in 1900, increased still fur- 
ther, and fewer new firms came into being. The depression continued in 
those respects for several years. By 1902, however, timber exports 
were already beginning to improve and in 1903 they reached their 
highest peak. In the same year iron ore production showed a consider- 
able increase, owing to the beginning of the exportation of ore through 
Narvik. The iron and engineering industries do not seem to have re- 
covered fully until 1905—06 while the bankruptcy figures do not begin 
to fall until 1906. The number of new firms was, however, already be- 
ginning to increase in 1904 and in 1905 only a long industrial dispute 
lowered the production figures in engineering. The worst of the de- 
pression was clearly concentrated in this industry and especially in the 
sector concerned with electricity, a clear parallel to the situation in 
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XIV. BUSINESS FLUCTUATIONS 1896—1913 
eS 


Prices 
No. of | No. of 
ae ae Pig-Iron Bank- New 
(Kr. per Tuptcies Firms 
(Kr. per ton) 
standard) 

1896 107.4 60.4 2,607 48 
97 117.0 66.0 2,214 54 
98 121.4 62.7 2,095 67 
99 111.7 TE 2,649 52 

1900 124.4 102.7 3,027 50 
01 120.2 64.0 3,296 44 
02 120.6 64.1 3,543 37 
03 136.5 63.0 3,265 37 
04 119.7 63.0 3,369 47 

1905 119.4 70.8 3,456 54 
06 136.9 EP 3,110 45 
07 147.4 72.8 3,084 69 
08 127.9 66.1 4,394 34 
09 140.9 71.8 4,280 38 

1910 151.4 80.5 4,288 
11 144.3 78.3 4,401 
12 135.9 79.8 4,357 
13 143.9 85.2 4,238 


Sources: Prices and bankruptcies, Statistisk éversikt, 1870—1915. New firms, E. Dahmén, 
op. cit., p. 83. Dahmén’s figures go to 1909. 

Germany. The new and hastily constructed productive apparatus for 
electrical equipment could not be kept going when the level of new 
investment fell away. This was partly because of financial difficulties, 
but also because of the difficulties which were being experienced by the 
electricity-using industries; this was true at any rate of the carbide in- 
dustry which in 1900 found itself faced with an international crisis 
resulting from over-production.? 

It is important to note that from the opening of the new century 
expansion was confined in the main to new industries. It was therefore 
not so much a question of expanding already existing plant or of pro- 
viding housing and other facilities for employees, but of undertaking 
wholly new construction for which a relatively large amount of capital 
was required. Table XV sets out certain data which throw light on the 
way in which these capital needs were met. 

It is quite clear from this table that the boom of the 1890s quickly 
led to the resumption of capital imports. During the years before 1910 
large sums were borrowed every year, greater than at any other time. 


2 J. Gelhaar, ‘Karbidindustriens begynnelse i Sverige’, Daedalus 1954. 
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XV. THE BANKS AND MOVEMENTS OF CAPITAL 1895—1913 
In millions of kronor 


en 


Commercial Banks Credits (+) 

Debits (—) Capital 

No. at Banks’ Average to foreign countries imports (—) 

year end funds deposits exports (-+) 

at year over year Commercial Riksbank 
end Banks’ average average 

i a TE SP is OU LA Sor SU cS sR 
1895 46 132) 417 + 26 + 23 ae ll 
96 54 152 438 + 32 + 25 + 23 
97 ay} 183 474 + 22 + 22 — 4 
98 58 246 545 + 14 +- 20 — 62 
99 64 250 650 — 3 + 37 — 95 
1900 67 258 738 — 3 + 26 — 85 
01 67 265 826 +10 + 37 — 76 
02 68 280 862 — 5 =-933 — 86 
03 71) 317 907 — 7 + 25 — 63 
04 1p 360 946 — 8 + 20 — 122 
1905 77 402 1,016 — 29 + 31 — 86 
06 78 505 1,123 — 54 + 35 — 88 
07 83 553 1,270 — 84 + 24 — 92 
08 84 559 1,364 — 60 + 29 — 76 
09 83 562 1,419 — 86 + 33 — 100 
1910 80 589 1,457 — 64 + 42 — 20 
11 716 610 1,506 — 34 +77 + 27 
12 78 639 1,580 — 16 + 98 + 15 
13 1B} 662 1,671 —10 + 79 cee 


Sources: Capital movements, The National Income of Sweden, II, 599, 605; E. Fleetwood, 
Sweden’s Capital Imports and Exports, p. 108. Bank data, Sveriges Riksbank, V 188 f., 216 ff. 


The first peak in capital imports was reached in 1899 at the height of 
the boom, after which the amounts declined annually down to 1903. 
The domestic credit system hardly made up for this decline. The years 
1896-1901 saw the foundation of many new banking concerns and 
an increase in the funds of the commercial banks, particularly during 
the boom. Deposits, which provided most of the funds, rose fairly re- 
gularly up to the end of 1901; the increase then proceeded more slowly 
until 1905 when the former rate of increase was resumed. To a certain 
extent this was compensated for by an increase in the banks’ own capital 
resources but the depression coincided both with a slackening in capital 
importation and with a slower rate of growth of the capacity of com- 
mercial banks to supply credit. At the same time the banks’ assets abroad 
were transformed into a small debit. The subsequent boom was preceded 
in 1903 by much larger receipts of foreign exchange from the exports 
of ore and in 1904 by exceptionally large foreign loans. Improvement in 
the following years was shown not merely in increases in banking funds 
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derived from domestic sources, but also in the success of the commercial 
banks in securing substantial credits abroad. 

It is now clear that during the depression the Swedish credit system 
was less able than it had been in the past to fall back on foreign support, 
and this may partly explain why Sweden took longer than other countries 
to adjust its interest rates downwards after the worst of the crisis had 
passed. This in turn must have further complicated the task of over- 
coming the depression and probably explains why so few new under- 
takings were established between 1901 and 1903. Between 1905 and 
1907, on the other hand, it became much easier to lay hands on new 
capital at the time when the effects of the boom were being widely felt. 
The report of the board of SEB had anticipated an upswing after the 
end of the Russo-Japanese war. In 1906, the surge of industrial activity 
abroad was said to give hope of better export prices and greater activity, 
and that year was described as “a good year, both as regards the fruits 
of the earth and the blossoming of industry.” Discount rates had risen a 
good deal as a result of the boom, but this had curbed neither the spirit 
of enterprise nor the lively speculation in stocks. The report was here 
referring to the wave of speculation which affected Stockholm in 1906 
and did not subside until the crisis of 1907. This was based on a rise in 
the value of a number of industrial shares, notably those of the Granges- 
berg company. The export of ore from Norrbotten can in fact be said 
to have inspired the domestic capital market. Stockbrokers increased in 
number, though their calibre varied, and wider circles were now dealing 
in shares and not merely the groups of businessmen to whom the owner- 
ship of shares had apparently been confined in earlier days. Since the 
banks were very generous in lending money against shares it was to a 
large extent a question of speculating with borrowed money, but it is 
nevertheless true that during this period a much larger section of the 
community began to invest money in securities.* 


To sum up, the economy from 1900 to 1906 proceeded from a de- 
pression and falling interest rates to a boom with rising interest rates. 
Sweden’s situation was marked by a strong demand for capital to finance 
the considerable reorientation of economic life that was going on. In 


3 T. Gardlund, Industrialismens samhdlle, pp. 206 ff. A. Ostlind, Svensk Samhdlls- 
ekonomi, p. 246. 
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Germany the position was the same. England at this time was concerned 
above all with colonial politics. Only France was still able, even during 
the years of depression, to export capital. French loans, however, in- 
creasingly came to be linked with politics or directly with visible exports, 
a link which was above all expressed in the large loans to Russia. Under 
such conditions it became more than ever the task of Swedish banks, 
with the limited resources available during the depression, to try to meet 
the needs of industries which had been expanding rapidly in boom con- 
ditions. Towards the end of the period the task was eased somewhat by 
the increased possibility of obtaining on the domestic capital market the 
type of ‘risk’ capital needed for an economy in the process of wholesale 
reorganisation. 


2. Banks and politics 


Whether banks should place ‘risk’ capital at the disposal of commerce 
and industry, whether they should give assistance to the establishment 
of new enterprises, bearing the risks and taking the profits, had been 
thorny problems in the middle of the 19th century when the question 
whether Stockholm should have a private bank was about to be settled 
in the affirmative. Strong forces were working for a ‘share-issuing’ bank 
based on the Crédit Mobilier principles. The establishment of Stock- 
holms Enskilda Bank meant victory for the shool of thought which did 
not want banks to undertake business that might hold risks for depositors 
or holders of bank notes; that school preferred a bank without limited 
liability, entitled to issue notes but with only a modest amount of share- 
capital (p. 12). As Swedish banks were not allowed to deal in shares on 
their own account it was hoped that this would prevent their participa- 
tion in the more risky issuing transactions.* It has been held that this 
end was achieved and that during the decades of intensive industrialisa- 
tion before the first world war the industrial commitments of the banks 
hardly increased at all. The long-term financing of industry, the founda- 
tion or reconstitution of individual enterprises, remained the task of 
* By its first charter, which was in force from 1864 to 1904, Skandinaviska Kredit AB 
was granted the right to deal in shares. It does not seem to have used this right to any 
great extent except for the founding of Trafik AB Grangesberg-Oxelésund in 1896. 


‘Skandinaviska Kredit AB, Minnesskrift pp. 66 ff. A. Montgomery in Ekonomisk Revy 
1956, :p. 478. 
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private individuals. But the part played at this stage by the banks in 
lending money against shares deposited with them has hardly been 
investigated. Its significance for industry was only realised later when 
such lending was carried out by issuing houses (p. 506). At the turn of 
the century a number of suggestions were made that banks should be 
given the legal right to deal in shares on their own account in order to 
engage more in industrial issuing activities but these did not produce 
any tangible results until after 1906.° 

The question of ‘share-issuing’ banks was not the only one to enter 
into political discussions. The public control of banks, as exercised by 
means of the Bank Inspectorate, was debated on a number of occasions. 
The greatest public interest, however, was aroused by the suggestion 
that all issues of private bank notes should be brought to an end and 
that the Riksbank should become a central bank with a monopoly right 
to issue bank notes. The problem of note-issuing had long been a matter 
for debate, above all because it involved political control of the cur- 
rency. The Riksdag was at this time undisputed master of the Riksbank, 
but the various private note-issuing banks had been set up by royal 
charter, at first against the wishes of the Riksdag, though their position 
was later rather halfheartedly accepted. After the parliamentary reform 
of 1866 the Second Chamber in the Riksdag soon came to be dominated 
by a majority, composed mainly of supporters of the Peasant Party, 
which demanded that only the Riksbank should have the right of 
issuing bank notes and of deriving profits from such issues. The private 
banks, however, continued to argue that, unless they retained the right 
of note-issuing, it would be impossible for them to maintain a banking 
system based on numerous branch offices. The Crown refused to agree 
to monopoly rights for the Riksbank without some say in its direction, a 
demand which went back to the days of King Karl XIV Johan (1818-— 
44). The Crown and the private banks could rely on the support of a 
majority in the First Chamber. 

The Banking Committee of 1881, composed mainly of bankers, had 
put forward proposals for a central banking system in which the sole 
right of issuing bank notes would be reserved for the Riksbank. But the 
idea that a political authority should control the monetary system was 


treated with general scepticism. “Experience has taught us,” it was said, 
5 T. Gardlund, Industrialismens samhdille, p. 204. A. Ostlind, Svensk samhdllsekonomi, 
pp. 249 ff, 288 f. 
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“that the high authority, under whose care and responsibility the bank 
was placed at its foundation, has not been well suited to protect the rights 
and property of our fellow citizens in so far as these depend on the value 
of the currency. Nor has that authority exercised its power or its vigi- 
lance on behalf of the administration of the bank with the care required 
by the welfare and prosperity of the country.” A wholly private central 
bank, such as was found everywhere else in Western Europe, would 
have been preferred, but the committee contented itself with suggesting 
that a third part of the Riksbank should pass to private ownership, and 
that the private owners should nominate a third of the governors. Such 
a proposal was unlikely to win political acceptance. A similar proposal 
put forward by the next committee was turned down by the Second 
Chamber. Under the Swedish system of joint voting on financial ques- 
tions, the Second Chamber could out-vote the First Chamber and it was 
therefore able to force through an increase in. the tax on private issues 
of bank notes. The government and the banks were faced with the 
prospect of the Riksbank’s having a note-issuing monopoly obtained 
without legislation, without payment of compensation to the banks, and 
without provision for the Crown to have any say in appointments. The 
compromise which was reached in the 1897 session of the Riksdag made 
only minor concessions. The Crown was allowed to nominate the chair- 
man of the governors, and a special Riksbank Law was passed which 
could not be amended through joint voting. In order to make it possible 
to replace the circulating private bank notes the Riksbank was authorised 
to increase its issue of notes above the amount issued against gold from 
45 to 100 million kronor.® 

While SEB was becoming a bank providing finance for industry, 
keenly interested in the promotion of new enterprises and with good 
international connexions as a means of maintaining the liquidity of its 
assets, it might be supposed that its directors would not be greatly con- 
cerned whether the issuance of private bank notes ceased or not. They 
might well have preferred the greater freedom to operate as a banque 
@affaires which the limited liability banks were originally supposed to 
have. In fact they did not, and their attitude cannot be explained without 
looking beyond the immediate situation. A. O. Wallenberg himself had 


° S. Brisman in Sveriges Riksbank, IV:3, 193 ff. 
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frequently intervened in discussions on the bank question, with criticisms 
of the Riksbank and arguments in favour of the unlimited liability banks. 
There are numerous passages in the correspondence of A. O., K. A. and 
Marcus Wallenberg in which they express their resentment at the in- 
fluence wielded by the ‘cosmopolitans’ in Swedish banking. This was 
true of the limited liability banks whose principal leaders were to a great 
extent Jews, with strong allegiances in foreign countries as well as in 
Sweden; this group included such men as Theodor Mannheimer and 
Henrik Davidson of Skandinaviska Kredit AB, Eduard Heckscher of 
Industrikredit AB, and Louis Frenckel of AB Stockholms Handels- 
bank. SEB co-operated in the first place with the unlimited liability 
provincial banks, and the limited liability banks were its main rivals. 
The latter can hardly have had any objection to seeing the private banks 
lose the advantage of issuing notes and also the greater stability that 
unlimited liability was supposed to bestow upon them. They must have 
regarded a note-issuing monopoly of the Riksbank as adventageous to 
themselves rather than otherwise. 

K. A. Wallenberg differed from his father in his dislike of publicity 
and public debate. On one occasion he said that he was restraining him- 
self because he was afraid that his “inherited tendencies” might draw him 
into a prolonged correspondence. This, he felt, would lead to “polemics, 
which are seldom of any use in day-to-day affairs or to the firms of 
which one has taken charge.” His public declarations were few and far 
between and his contacts with journalists negligible. His writing on such 
occasions was distinctly stiff and pompous, very different to the style he 
used when writing to his friends. Shortly before the settlement of the 
bank question in May 1897, however, he did intervene. In a letter to the 
press he warned the authorities not to sacrifice “the finest private bank- 
ing system in the world, which has contributed greatly to the economic 
development of our country,” and which abroad “has considerably 
helped to improve our credit.” If the right to issue bank notes was con- 
fined to one bank, then this should be, like other foreign central banks, 
a private institution, independent of political interests. During the 
autumn of that year he expressed privately his lack of confidence in the 
administration of the Riksbank, in view of its unwillingness to allow 
SEB to make use of its services for transfers in bond transactions 
(p. 82). His displeasure was mainly concentrated against J. W. Arnberg 
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who directed the Riksbank during its transformation to a central bank. 
He nevertheless retained a certain personal respect for Arnberg, as is 
apparent from a statement he made shortly after Arnberg’s death in the 
summer of 1900. “After the experiences of the past year,” said K. A. 
Wallenberg in October 1900, “people cannot help feeling anxious about 
the time when the Riksbank, still presumably governed by schoolmasters 
and politicians, will be in sole charge of this country’s liquid assets. Since 
Arnberg went they have hardly any expert knowledge and even less 
nerve.” 

When the reform of 1897 had been decided upon Ernest Thiel, in an 
article in his paper Svenska Dagbladet, called for certain changes in the 
Riksbank’s lending policy. In the debate with Stockholms Dagblad that 
ensued, he demanded above all an extension of the right to issue notes, 
his reason being that monetary elasticity, which had been such a useful 
aspect of private issuing, would now vanish. K. A. Wallenberg confined 
himself to one speech with the same attitude to the Stockholm Economic 
Society. The continuance of the boom and the restriction of credit in the 
autumn of 1899 demonstrated their point, and at the request of the Riks- 
dag in 1900 a committee was set up to consider the question of the 
issue of bank notes. The bank question had once again come to the fore. 

The person who used this opportunity to the full and was responsible 
for the opinion to which K. A. Wallenberg referred in October 1900 
was his brother Marcus. The latter now showed for the first time the 
same keen interest in publicity that had characterised A. O. Wallen- 
berg though he himself did less actual writing. In September 1900 he 
went into action against the Banking Law of 1897. His first step was to 
write a letter setting out his views to L. Tjerneld, the director of Werm- 
lands Enskilda Bank, sending copies to fourteen other bank directors. 
He was not prepared to be satisfied with mere amendments to the law 
of 1897 or improvements in the arrangements for the transition stage: 
he intended to work for the retention and reform of the system of issu- 
ing notes by private banks, or else for the creation of a private central 
bank. If nothing else could be saved from the wreckage he would press 
for the preservation of unlimited liability in the banks, though this was 
no longer considered necessary after the surrender of the right of issue. 
The new law, he maintained, had very largely resulted from the weak- 
ness of private banks, though this was an implicit criticism of the asso- 
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ciation which claimed to speak for the private banks and of which his 
brother Knut was a member. He was reluctant to urge this body to take 
up a more active policy, but instead he organised a Committee on 
Banking Problems which was joined by 24 of the 26 note-issuing banks 
in Sweden. For press support Marcus could rely on Svenska Dagbladet, 
Stockholms-Tidningen, Dagens Nyheter and Nya Dagligt Allehanda. It 
was intended that all members should try to win support for their 
objectives from their local newspapers, and thus to influence members 
of the Riksdag. 

At this point Professor Pontus Fahlbeck published an article in Stats- 
vetenskaplig Tidskrift which he edited, on ways and means of assist- 
ing the export industries. He proposed among other measures the foun- 
dation of banking institutions authorised to deal in shares and presumed 
that the private banks would lose their unlimited liability at the same 
time as their right of issue. Thereupon Marcus Wallenberg got in touch 
with Fahlbeck and expressed his approval of the idea of share-issuing 
banks on the German model. He had himself thought of lecturing on 
the subject to the Economic Society, but decided in the existing situation 
that it was better to wait and try to get the 1897 law amended. Mean- 
while the Bankers’ Committee was campaigning for the retention and 
reform of the right of private note issue, the whole profit from which 
was now to return to the government. Marcus persuaded Fahlbeck to 
give strong support in the next number of his journal to the efforts of 
the Bankers’ Committee, and he was also behind a pamphlet published 
by Johan Leffler, a lecturer in Economics at Stockholm University, in 
support of a decentralised share-issuing bank system. In the same year 
Professor William Scharling, the Danish Minister of Finance, published 
a much discussed book entitled Bankpolitik and Marcus Wallenberg 
secured the author’s consent to the reproduction of the passages dealing 
with Swedish banking. One extract contained the words, “almost all the 
most flagrant instances of abuse of the right of issue can be blamed on 
Government interference.” 

What Marcus Wallenberg was clearly doing was to enlist academic 
allies in his political campaign, a campaign which was to seem all the 
more disinterested because of the renunciation by the banks of any 
profit derived from the issue of notes. The opposition which did arise has 
not been fully investigated, but one of its manifestations shows how 
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difficult it must have been to secure a dispassionate debate on the merits 
of the scheme. An anonymous pamphlet published in December 1900 
was headed “Self-interest prepares for war”, the argument being that the 
preservation of the “income-yielding right to issue notes” was the only 
possible motive for the action of the Bankers’ Committee. SEB’s “tra- 
ditional hostility towards our Riksbank” was given as the background. 
It was also “shameless” to say that the Riksbank “as a State bank would 
be subject to political changes, and that it would not be flexible enough 
to control the issue of notes properly.” Benckert, the Bank Inspector, 
who was opposed to the withdrawal of the 1897 Act (though he recog- 
nised its faults and had his doubts about the competence of the governors 
of the Riksbank), reacted strongly against the pamphlet. He returned 
a copy to K. A. Wallenberg with the comment. “I have seldom seen 
such an unremitting combination of folly, nee and spite as there 
is in this circular.” 

The appearance of this pamphlet casting suspicion on the motives 
of SEB coincided with the arguments about the Swedish government 
loan of that summer (p. 313). This did not simplify the already difficult 
task of persuading the political authorities to exercise restraint in their 
control of currency. Only certain modifications were achieved in the 
transition stage of the system envisaged by the 1897 Act and these were 
almost entirely due to the proposals of the Note Issue Committee. They 
included provision for an increased right of note issue combined with 
use of the more flexible quota system, as it was called, and increased 
compensation for banks which surrended their rights in good time. In 
the middle of February the Bankers’ Committee realised that they could 
only hope to delay implementation of the Act of 1897 until 1908, with 
an understanding that the recall of notes would not be started before 
that date since, Marcus Wallenberg wrote, “that would destroy the main 
purpose of the system, its elasticity. This is a proposal that may well 
succeed in the Riksdag. The greatest difficulty will be if Langenskiéld 
is chosen as first deputy; he will probably disapprove of a postponement 
as unnecessary. His friends will find it hard to deny their new hero. The 
situation will be most difficult to handle in the First Chamber.” 

What came about was in fact a concession to the critics of the Riks- 
bank directors, since the post of deputy in charge of the foreign exchange 
section was given to a so-called first deputy, who was thereby given 
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senior status. The salary for this post was raised considerably and the 
person appointed was not a previous board member but the above men- 
tioned K. Langenskidld, a widely respected banker and head of the 
Stockholm office of Skandinaviska Kredit AB. The professional element 
was further strengthened by the appointment of Carl Weber as vice- 
deputy, a post to which the holder was expected to give full-time service.” 
The politicians did not relinquish any of the control over the monetary 
system given to them by the 1897 Act, but they did make more 
appointments of professional bankers to the board of the Riksbank. These 
were not recruited, however, from quarters close to SEB, but from the 
limited liability banks. Weber had taken over the firm of L. R. Wey- 
landt from his uncle and in 1898 had been offered a place on the board 
of SEB by K. A. Wallenberg. He refused on the ground that he would 
never work for an unlimited liability bank, and accepted instead a seat 
on the board of Stockholms Inteckningsgaranti AB. Both he and Lang- 
enskidld sat on the board of the Grangesberg company and thus belong- 
ed to the enemy camp in the biggest and most controversial financial 
question of the day, the exploitation of the Norrbotten ore, a matter 
that was to flare up in the summer of 1901 with SEB in the direct line 
of fire (p. 351). 

The dispute was in the first instance not at all concerned with mining. 
but was of a more general character, the whole question of banking and 
bank inspection. The problem became a real one when Kristianstads 
Enskilda Bank ran into difficulties, clearly as a result of the depression. 
This bank’s troubles arose out of the fact that it had too many of its re- 
sources tied up in loans, particularly in the Bergslag Railway conver- 
sion loan (p. 238) and loans to AB Gillivare Malmfalt (p. 350), which 
could not be called in. On top of this came the direct losses incurred on 
the Alby works, as a result of the crisis in the carbide industry (p. 271). 
The director of the bank was dismissed in May, possibly as a result of 
intervention on the part of the Bank Inspector. The necessary reconstruc- 
tion that followed revealed clear evidence of mismanagement, and many 
securities had to be sold at a considerable loss. The opportunity was also 
taken to abandon the issuing of banks notes, after 31 July. At the 
same time the biggest bank in Sweden, Skanes Enskilda Bank, took a 
similar step and these actions were described by Aftonbladet as a sign 


7 §. Brisman in Sveriges Riksbank, IV:3, 207 f. 
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of progress towards reform within the banks. This newspaper also sug- 
gested that the Bank Inspector had not acted in time and that he had 
approved the management of the bank. Benckert denied firmly that 
this was so and also explained that he could only intervene in cases of 
breaches of the law or of the regulations of the bank; he had no author- 
ity to act merely because a bank acquired securities of doubtful value. 
Beyond this the restraint enforced upon him by his office would not 
permit him to go in defending himself in public. This attitude was not 
accepted by the press and when Aftonbladet claimed the right to be 
allowed to see the reports of the Bank Inspector, H. E. Wachtmeister, 
the Minister of Finance, was drawn into the conflict. Strong criticism 
was aroused by the fact that there were no written reports. 

Benckert’s attitude to the new banking system was on the whole con- 
structive, but this did not save him from attacks which must have made 
him less inclined to press for radical measures. For Marcus Wallenberg 
the most urgent point was to work for the minimum programme of the 
previous year, the retention of unlimited liability by the private banks 
even if they had to lose their right to issue notes. Concerned by the 
effects of Aftonbladet’s article on the Kristianstad bank he arranged 
for an article to be published in Stockholms-Tidningen in defence of 
unlimited liability. Among other points, the article maintained that it 
was the principle of unlimited liability together with the excellent system 
of bank inspection, that had saved Sweden from being as severely hit 
by the economic crisis as Germany had been. The confidence of deposi- 
tors in the banks had never been shaken. 

Marcus Wallenberg was also undoubtedly responsible for the almost 
complete unanimity with which the private banks voted for unlimited 
liability, causing Wachtmeister, the Finance Minister, to appoint a 
committee to consider legislation for banks both with and without 
unlimited liability. Benckert and Langenskiéld both sat on this com- 
mittee. Neither of them protested against the notion that both types of 
bank should be permitted and the new Finance Minister, E. Meyer, 
framed his proposals accordingly for the 1903 Riksdag. A persistent 
opponent both in the Riksdag and in the Economic Society, where 
Benckert opened a discussion, was V. L. Moll, the chief account- 
ant of the Hypoteksbank. Marcus Wallenberg was one of the contribu- 
tors to the latter discussion. Even Langenskiéld spoke positively on that 
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occasion in favour of unlimited liability saying that, since he had been a 
governor of the Riksbank and had observed the tranquillising effect on 
the general public of unlimited liability when a bank was in difficulties, 
he had changed his mind. Moll remained the only real opponent and 
Marcus Wallenberg suspected that he had been briefed by Louis Frenc- 
kel. “We got in a few shrewd blows, however,” he reported. Only in the 
Second Chamber did this point arouse debate, but the amendments to 
the Bill, which were not serious, were accepted in both chambers 
without a division. 


Marcus Wallenberg had played a vigorous part in the political activity 
which preceded the final decisions about the Riksbank’s right to a 
monopoly of the note issue. In other banking matters, particularly 
those connected with a bank’s right to deal in shares, he remained 
inactive. The Banking Committee of 1901 had on its own initiative con- 
sidered this matter, but its recommendations were in such a summary 
form that they were not likely to be carried through. There was no 
question of allowing existing banks to deal in shares, but the committee 
proposed that special institutions should be set up for the purpose, to be 
under official control and called ‘industrial capital banks’. In this matter 
also, the Finance Minister followed the recommendations of the 1901 
committee, but in the parliamentary debate which followed Moll secured 
their rejection. In the course of the debate the Minister and other speak- 
ers expressed the view that it would now be impossible to put the bill 
into effect. The Minister said that the banks were already playing a part 
in founding new companies by agreeing in advance to lend money on 
the security of their shares. 

It was clear that if Swedish banks were to be granted the right to 
partake in share-issuing operations, the right would only be given to a 
special sort of banking institution and even for this there was not felt 
to be any great need. This point of view is found in the few expressions 
of opinion of SEB’s leaders. K. A. Wallenberg made the fullest state- 
ment in a letter to Einar Sundt, the editor of Farmand. The latter had 
put before him a plan for founding a new paper works, which the au- 
thorities at Centralbanken for Norge had not refused to support but had 
received with the comment that Norwegian banks had never undertaken 
business of this sort. Sundt asked Wallenberg if it was not reasonable 
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for a bank to guarantee the necessary capital after careful investigation 
had proved the soundness of the scheme, and whether SEB would be 
prepared to help with this one. K. A. Wallenberg replied that there was 
a difference “between deposit banks and share-issuing banks. The former 
have the duty of administering the funds entrusted to them by the public 
and ought not to allow themselves to be drawn into crédit mobilier or 
griindungs business. Transactions of that sort are, however, within the 
scope of share-issuing banks, for they can create and run industrial con- 
cerns which, as soon as they show a profit, can be thrown open to the 
public. English banks do not undertake this sort of business, whereas 
the German banks do. Swedish banks are at present forbidden to engage 
in this sort of business and statements to the effect that SEB does carry 
on industrial business are no more accurate than many other statements 
about this institution. Your project should be started by responsible 
individuals who will in due course be able to. apply to the banks if the 
scheme is a sound one affording full security——The first condition of 
success for this, as for any undertaking, is that you must put a know- 
ledgeable and competent man in charge.” 

The banking principle solemnly enunciated here by K. A. Wallenberg 
implied that SEB should not, and in fact did not, engage in industrial 
share-issuing business. Such engagements should only be undertaken by 
private individuals or by banking institutions specifically constituted for 
the purpose. This was a natural line for him to take, and it also followed 
the French system. He indicated, however, that the prevailing Swedish 
system did permit banks to help industry by loans to private persons, the 
same suggestion as that made in different terms by the Finance Minister, 
speaking of loans on the security of newly issued shares. 


3. The central banking system in practice 


The right to issue bank notes was in fact the only point in which any 
significant change was made in the legal structure of the Swedish banking 
system during the period up to 1906. The state central banking system, 
which SEB had resisted, came into force; the apprehensions were not, 
however, immediately confirmed. As has been indicated earlier, Langen- 
skidld had begun to share SEB’s attitude to certain questions, and an 
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annual Board Report contains a passage of high praise for the Riks- 
bank’s conduct of the transfer operation to the ‘single bank system’. 
By 1901 an earlier complaint by SEB about one of the Riksbank’s most 
important functions had already been met, when the authorities in fact 
agreed to rediscount all bills endorsed by the banks as acceptable at one 
half per cent less than the official rate.* The transition arrangements had 
also been so much improved that six banks surrendered their note- 
issuing rights in 1901 and in 1902 thirteen other private banks followed 
suit. The banks got advantageous credits with the Riksbank to be gradu- 
ally withdrawn over eight years. SEB surrendered its rights as from 15 
July 1902 when its credits were calculated on a note issue of 5,480,000 
kronor.?® 

SEB received a loan of 3,560,000 and a credit of 544,000 kro- 
nor. The credit was used sporadically; at the end of some months it 
had not been made use of, but in the main it was regarded as a standing 
loan. The rediscount credit on more favourable terms amounted at first 
to 1,370,000 kronor. Unfortunately there is no general ledger account 
for rediscount items except during the years 1890-1897, and not until 
1907 do they appear, grouped under the headings ‘domestic’ and 
‘foreign’, in the official bank statistics. This makes it very difficult to 
discover their extent and nature during the period of transition to the 
central banking system. The closing of a general ledger account in 1897 
is clearly connected with the fact that in 1896, after the rejection of its 
request for a reduced rate of discount even when the total figure was not 
large, SEB ceased to rediscount bills with the Riksbank (p. 115). It is 
also possible that the strong dislike felt by the heads of SEB for the 
central banking system made them want to show their independence 
and that foreign bond transactions had brought in such large sums for 
investment that they hardly needed to rely on rediscounting for liquid 
funds (pp. 84 and 208). 

The discount accounts in SEB’s general ledger provide important data 
for the following ten years answering the questions when, where and 
to what extent rediscount business was carried on. It appears that by 
1897 use was already being made for rediscount purposes of the bank’s 


8 Annual Report of SEB for 1903. S. Brisman in Sveriges Riksbank, IV:3, 226. 
9 K. G. Simonsson in Sveriges Riksbank, IV:4, 5 ff. 
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connexions abroad, notably with Samuel Montagu & Co. in London and 
Louis Hirsch in Paris. Between 1897 and 1899 the sums involved were 
rarely more than 100-200,000 kronor and then appear only at irregu- 
lar intervals. In 1900 the figures are a little larger, but not until 1901 do 
rediscount items occur every month. The name of the Riksbank occurs 
once in January 1901, but does not begin to appear regularly until 
December of that year. The effect of the cessation of note issuing in the 
summer of 1902 was that rediscounting with the Riksbank practically 
put an end to rediscounting abroad. From then on rediscounting oc- 
curred regularly in the middle and at the end of every month. Up to 
1906 the amounts ranged between 250,000 and 900,000 kronor, making 
annual totals of approximately 11,000,000 kronor, as compared with 
the figures for discounting abroad between 1897 and 1901 which varied 
between 600,000 and 2,700,000 kronor a year. As was expected, redis- 
counting provided the main compensation for the loss of the right to 
issue notes, and also helped to maintain the necessary elasticity in the 
bank’s funds. 

It was not until 1907, when statistical records first provide informa- 
tion on the point, that we can discover the amounts of Riksbank money 
acquired through rediscounting that SEB disposed of at the end of every 
month. It appears that domestic rediscounting, which can hardly have 
been with anybody but the Riksbank, in 1907 amounted to a mere 
600,000—700,000 kronor. This figure corresponds roughly to the sum 
still available at this time for rediscounting at the specially favourable 
rates. Subsequently, however, with the return from favourable to ordi- 
nary rates, the rediscount figures did not diminish proportionately; on 
the contrary they rose markedly. During 1908 the figure fluctuated 
between 1,400,000 and 5,700,000 kronor, and thereafter both the varia- 
tions and the total figures gradually increased. As a rule the bank had 
available from this source about 5,000,000 kronor for its own use, a 
sum of about the same magnitude as that previously provided by its bank 
notes in circulation. 

During the first years of the Riksbank’s existence as a central bank 
SEB does not appear to have made full use of the facilities provided to 
make good the losses in funds caused by the end of note-issuing. It did 
not really begin to do so until after 1907, that is, after the period dealt 
with in this chapter. One reason for this may have been that in those 
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years bond transactions provided a plentiful flow of investable funds 
whereas later they did so with less regularity (p. 69). In any case the 
transition from one system to another seems to have been relatively 
painless for SEB. 


4. Practical problems of shareissuing 


At the turn of the century it was not considered that there was any 
great need for share-issuing banks; without doubt this was only partly 
because money could be raised from banks by private individuals 
depositing shares as security. It was also well-known that, by company 
law, issuing companies could be formed to carry on such business and, 
though they were not entitled to borrow money from the public, they 
could deposit shares with the banks and so secure additional capital. 
Nordiska AB for Elektriska Anlaggningar (p. 224) may be regarded as a 
company of this type. In so far as such a company was associated with 
a bank, through being owned by the bank or by more or less the same 
individuals as the bank, and was not constituted for the purpose of 
financing one particular industrial undertaking, then to all intents and 
purposes it resembled a share-issuing bank very closely. Trust companies 
or holding companies gradually appeared, closely linked with the banks. 
In theory such companies could not concern themselves with founding 
or reconstructing businesses, their main purpose being to relieve a finan- 
cial institution of some part of its portfolio, but the distinction from a 
share-issuing company can easily be missed. The first issuing house is 
generally held to have been Svenska Emissions AB, founded in 1907 
in close association with AB Stockholms Handelsbank, with a share 
capital of 12,000,000 kronor. It remained the only one in the field until 
1914 when, beginning with AB Emissionsinstitutet, there was a sudden 
rush to establish new companies of this kind. This concern had a share 
capital of 3,000,000 kronor and was founded jointly by SEB and 
Skandinaviska Kredit AB. AB Investor is spoken of as SEB’s holding 
company but of its immediate predecessor, AB Providentia, nothing is 
said in the literature.*® 


10 1917 drs Bankkommitté, Betinkande nr. 4, pp. 17 ff. A. Ostlind, Svensk samhdllseko- 
nomi pp. 286 f. This AB Providentia, which went into liquidation in 1916, is not to be 
confused with the present Férvaltnings AB Providentia, which was founded in 1945. 
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In the days of K. A. Wallenberg SEB began the practice of con- 
cealing from the general public the extent to which its activities were 
bringing in money by a concealed writing off of assets. Benckert’s 
reactions to this practice indicate that it was something new in Swedish 
banking and something which he was not at all inclined to condone. 
He frequently drew Wallenberg’s attention to this point, and compelled 
him to put an end to the first method adopted for this purpose (p. 162). 
In 1894, i.e. in the year in which the first step was taken in compliance, 
another method of concealing profits was tried. Assets were transferred 
from two bond accounts, which were about to be wound up through the 
sale of outstanding bonds, to a Bergslag bond account, resulting in an 
addition to this account of altogether 69,000 kronor, and the absence 
from the books of any profit entry. This and other new ways of avoiding 
the profit and loss account did not pass without comment in the bank 
inspections of 1896 and 1899, and Benckert-found that in 1898 a total 
of 631,000 kronor had been concealed. Even though this had been done 
with the “intrinsically praiseworthy motive of not arousing the eagerness 
of the shareholders for high dividends, but instead of further consolidat- 
ing the resources of the bank,” the bank’s shareholders were nevertheless 
entitled to be shown a correct statement of profit and loss. This did not 
prevent a book profit of 1,078,000 kronor from disappearing in 1899 
through the transfer of 888,000 kronor to the Gallivare and LKAB bond 
accounts, and of 190,000 kronor to the share account. 

It was also common practice not to mention in the board’s report the 
amounts written off on bonds in the profit and loss account; these had 
already been deducted in the published gross profits. Thus, by various 
methods a policy was pursued which allowed no more than a part of the 
profits to appear. This did, however, necessitate constant recourse to 
new depreciation projects as old ones were realised or written off. 

The usefulness of one method of writing off profits was exhausted in 
1899, namely the share account which in that year was written down to 
zero. The principal items involved were 1,330 shares of a nominal 
value of 300 kronor in the Halmstad—Nassjé Railway, 3,489 shares of 
200 kronor in Nya AB Atlas, 3,658 of 500 kronor in Hofors, 330 of 
1,000 kronor in Papyrus and 376 of 1,000 kronor in Avesta Jernverk. 
The bank had received most of these shares in the course of reconstruc- 
tions and originally they had brought in no dividends at all. Now, 
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however, they were beginning to yield profits or were expected to do 
so very soon; hitherto such profits had been used to write down the share 
account, but this could no longer be done. Either the dividends must be 
entered as profits or the shares must be sold. The Bank Inspector would 
insist on such a step as soon as it could be taken without loss, but the 
sale would result in a large profit. 

This was the situation when AB Providentia was founded towards 
the end of 1899. The purpose of the company was the purchase and 
management of securities. It had a share capital of 2,000,000 kronor 
and the directors were K. A. and Marcus Wallenberg, together with 
O. Kinnander. Oscar Wallenberg was auditor to the firm and SEB’s 
lawyer, K. A. Riben, also served in this capacity. In short the leader- 
ship of the firm was in the same hands as that of the bank, with the 
addition of Oscar Wallenberg who had not yet begun to work in the 
bank as he was still serving as an officer in the Swedish Navy. But it was 
clearly not intended that the company should be exclusively linked with 
the bank and, when questioned, Marcus Wallenberg said that Pro- 
videntia did not exist for business purposes but was a wholly “private 
company, intended to administer a family fund from which pensions 
and legacies are to be paid.” 

The new company began to keep books on 31 October 1899 and 
securities were transferred to it in 1901. On 1 March of that year the 
shares described above were transferred from SEB in exchange for the 
whole share capital of Providentia, i.e. 2,000,000 kronor, though in fact 
the figure entered in the books was nil, so that no profit appeared as a 
result of the conversion. In May a number of shares in the Gavle—Dala 
and the Nora—Karlskoga railways were bought, and on 21 June the 
following shares were transferred to the company: 70 Halmstad— 
Nassj6, 1,210 Sddra Dalarnas, 1,694 Gavle—Dala, and 1,000 Gavle— 
Ockelbo, (railway shares); 2,638 Gota, 16 Trollhatte, 16 Sddertalje, and 
3 Strdmsholm (canal shares). These shares were paid for with 127 
10,000 kronor bonds at 5 %, made out to bearer. There can be no 
doubt that it was a question of the purchase of shares from A. O. Wal- 
lenberg’s time, from the family fund known as ‘Aros’ to which Marcus 
referred. Family shares and bank shares therefore were united in the 
hands of AB Providentia which was wholly owned by the bank. A 
greater quantity of the private resources of the Wallenberg family was 
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now concentrated in the hands of the directors of the bank, and the bank 
was now more able than before to retain shares in circumstances in which 
by law it would normally have had to dispose of them. 

From the beginning another practice was introduced which was 
closely connected with the policy of writing off. As the profits earned by 
Providentia were not distributed among the share-holders, i.e. to the 
bank, there was no need for the bank to invent new formulae for writing 
off this income. Between 1901 and 1906, in consequence, the resources 
of the bank were actually reinforced by the acquisition of a total of 
1,906,000 kronor. There is probably some connexion between the 
adoption of this policy and a statement made by K. A. Wallenberg at 
the closing of the accounts for 1901 to the effect that he had promised 
Benckert that he would not reduce the income accounts. The method he 
did adopt was to see that such items disappeared from the bank’s books 
but were still kept under its control. 

That Providentia was never intended to be a share-issuing company 
appears from the fact that after it was formed the bank undertook in 
1900-1901 to subscribe for shares without making use of the services 
of the new company. A most remarkable example was the subscription 
for shares in LKAB which K. A. Wallenberg undertook in connexion 
with the French credit obtained for that company (p. 263). The credit 
was so closely bound up with the share subscription that in the nature 
of things the bank was bound to participate in any profits from the 
latter. The transaction was one that would have been perfectly normal 
for an ordinary share-issuing bank: during the initial years of a firm’s 
life, while it was still getting established, the bank was to exercise the 
control provided by its substantial holding of shares and was to be 
allowed to receive such profits on the shares as were to be expected when 
the business got under way. In this case nothing had to be paid in until 
1903, and the solution found was that K. A. Wallenberg was personally 
to take over the shares in question at a nominal value of 1,800,000 kro- 
nor. However, SEB undertook to make all necessary payments against 
an undertaking by K. A. Wallenberg to be responsible for any loss which 
might fall on SEB, and to make over to the bank any profit that might 
arise. 

It was not so easy to record formally the details of share transactions 
in which money had to be produced immediately by the bank. In one 
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instance of paid-up subscriptions for shares, 150,000 kronor were due 
to Centralbanken for Norge (p. 324), 114,000 kronor to the Siam 
Electricity Co. (p. 454) and 59,900 kronor to the Stockholm—Visteras 
—Bergslag railway. Here the bank subscribed in its own name. The 
transaction was recorded in the books, in the share account, but was 
immediately written off so that to share-holders and depositors the 
transactions never appeared to increase the bank’s assets. On 1 July 
1901 a new practice was introduced by which Providentia’s name was 
used for share subscriptions in connexion with a Russian telephone 
project (p. 460). Money for these payments was obtained on credit 
from SEB against security provided by other Providentia shares and 
the subscribed shares themselves. This meant that ordinary funds and 
not concealed earnings were used to back this venture but that the bank 
held other assets of Providentia as a collateral security. The Russian 
telephone transaction is also interesting in another respect. Providentia 
in fact received only 254 of the 704 shares for which SEB subscribed; 
the remainder was divided among K. A. Wallenberg and Marcus Wal- 
lenberg (100 each), and Printzsk6ld, Kinnander, Frisk, Arvid Lindman 
and Ernest Thiel (50 each). The bank in fact was engaged, via Provi- 
dentia, to the extent of a third of the total risk of profit or loss, the re- 
mainder resting with the leading men in the bank and persons closely 
associated with it. There can be no doubt where this idea came from: in 
the records of the board of the Banque de Paris dealing with this affair 
a passage occurs in which it is said that participation “sera répartie 
entre la Banque et la Table.” The French bank’s habit of dividing its 
business between the bank and persons closely associated with it has 
been observed in other instances. Even though the banking law forbade 
share transactions, SEB was able to undertake them by using this method 
and by taking advantage of Providentia, thus in fact acting as a French 
banque d'affaires. 


In March 1902 a bank inspection revealed the large share transactions 
into which SEB had entered in 1900 and 1901. Benckert, who was 
behind the plan for industrial capital banks recently produced by the 
Banking Committee (p. 283), asked whether the shares had been acquired 
to guard the interests of the bank and sought evidence, as he often did, 
in a decision recorded in the minutes of the board meeting. He also 
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asked questions about Providentia. If, he wrote, “as I think I know,” 
the intention was that the company should buy and sell shares, “what 
practical difference does the board think there is between the bank’s 
engaging directly in such activities,” or doing so through another com- 
pany, “all of whose shares are owned by the bank?” 

K. A. Wallenberg replied that, in order to retain the firm’s other 
business for the bank, subscriptions in the Stockholm—Vasteras—Bergs- 
lag railway had been guaranteed and as a result shares had actually had 
to be subscribed. The Centralbank for Norge had been founded partly 
with his help, all the other shareholders were also banks and the shares 
had been bought in SEB’s own interest. The subscription to the Siam 
company was the consequence of a credit agreement entered upon in 
1898 between a Scandinavian-German consortium and Det @stasiatiske 
Kompagni (p. 454). “In future,” wrote K. A. Wallenberg, “in order not 
to tread too near the edge of this rather narrowly conceived formula, but 
still not to lose certain benefits, the bank vill transfer to Providentia all 
rights of this kind — — —. The practical difference lies in the fact that the 
bank’s liability can never extend beyond an asset which has already 
been written off.” 

When confronted with criticism, therefore, K. A. Wallenberg returned 
to the practice he had first adopted in the previous year, of allowing 
Providentia to handle all share transactions. This decision was given 
more or less official sanction in a letter from Wachtmeister, the Minister 
of Finance, couniersigned by Benckert, which brought this correspond- 
ence to a close. It declared that the share transactions of the bank were 
manifestly forbidden by its charter, and that the bank must refrain from 
such activities in the future. 

By 1902 it was already clear that Oscar Wallenberg was to leave the 
navy and take over the directorship of Providentia. K. A. Wallenberg, 
when speaking of the efforts that were being made to buy the Kykkels- 
rud waterfall in Norway in the interest of SEB and Asea (p. 412), said 
that in future this sort of affair would fall within Oscar’s field of activity. 
Not until 1904, however, did Oscar take his place as the managing direc- 
tor of Providentia; according to Marcus he was to “watch over our 
various industrial interests.” These statements indicate that Oscar was 
expected to deal both with share-issuing business and with industrial 
management. But it was clear that both these tasks were so closely linked 
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with banking that he can hardly be said to have had sole charge; or this 
was true only in so far as he supervised investments as a trustee. Besides, 
even before he arrived, the activity of Providentia as a share-issuing 
house had ceased for the time being, and for three years after the spring 
of 1904 most of his time was taken up by his duties as head of the Givle 
—Dala railway. An investigation of this concern had confirmed his 
opinion that its managing director was not sufficiently economical. Mar- 
cus Wallenberg secured his dismissal, but a successor could not be found 
immediately. The rdle was clearly thought of as one of managing the 
bank’s industrial interests and was linked with Providentia’s réle as a 
trustee company. 

Investigation of the Providentia general ledgers makes it possible to 
discover in outline the transactions which were carried on in its name, 
and the findings are set out in Table XVI. The amounts invested in 
shares and received from the sale of shares have been added, and the 
cumulative difference between these sums is shown in the third column 
which thus indicates the amount tied up in investments at the end of 
each year. Income from dividends is not included in this total but is 
shown separately in column 7. The loans from SEB show how much of 
the bank’s assets not written off had in fact been invested. 


XVI. PROVIDENTIA 1901—1906 


In thousands of kronor 


; SEB’s 
Share transactions holding Debts Debts Income  Record- 
of Provi- to to from ed 


Current — dentia SEB others dividends profit 
Bought Sold Balance soe 


1901 4,137 21 4,116 2,000 DL W210 197 13 
1902 1,628 158 5,586 2,000 1,841 1,530 203 45 
1903 3,962) 2,103 6,845 2,000 2,035, 2,318 242 634 
1904 4,578 622 10,801 4,000 4,347 1,460 360 191 
1905 4235) §3;999 Up?) 4,000 1,676 1,465 471 208 
1906 359 630 6,954 4,000 1,349 1,320 433 275 


The share purchases for the first year corresponded very closely with 
share subscriptions and with payments for the shares from ‘Aros’. New 
loans from sources other than SEB were later of less significance. In 
1904 the bank handed over, in return for Providentia shares to the 
value of 2,000,000 kronor (which, like the first issue, were recorded at 
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zero value), a further group of shares, mainly in Stora Bryggeriet 
(p. 157), Gétafors (p. 133), the Stockholm—Vasteras—Bergslag railway 
and the Siam Electricity Co. The management of the bank’s industrial 
shares was thereby wholly concentrated in the hands of Providentia. 
SEB retained its holdings of shares in banking and financial institutions 
and from now on only owned shares in Providentia and in Centralban- 
ken for Norge. SEB also took over and retained in its own name 
preference shares to the value of 250,000 kronor in Kristiania Real- 
bank when the latter was reconstructed in 1907. Marcus Wallenberg 
had arranged with Benckert beforehand that the authorities would 
turn a blind eye to this. 

It is evident that the policy adopted in 1901 of allowing SEB to 
furnish the capital required for Providentia’s issuing business continued. 
In the early years the resources provided by dividends, the settlement 
of claims, and income from the realisation ‘of shares did not permit 
large new commitments, and bank loans rose steadily until 1904, the 
year in which the figures of Providentia’s share holdings were at their 
maximum. It should be noted that in 1903 Providentia was able to 
draw and retain the profits on the bank’s subscription rights in LKAB 
amounting to 920,000 kronor (p. 378). As that transaction—involving 
2,600,000 kronor—comprised the main part of the year’s sales of 
shares, it was not until 1904 or later that the winding up of many 
commitments began. During these years more shares were bought in 
the Gavle-Dala and Halmstad—Nassj6 railways. The subscription 
for shares in the Grangesberg company in 1903 also arose from earlier 
connexions, and the whole profit of the LKAB deal and more went to 
pay for them. Help for the foundation of new firms resulted in 1902 
and 1903 in share subscriptions in the Est Asiatique Francais (p. 467) 
and in the South African Trading Co., while the reconstruction of Asea 
meant that Providentia paid the bank 400,000 kronor for shares in AB 
Skandinaviska Elektricitetsverk (p. 392). In addition the bank ac- 
cepted, on this company’s behalf, as security for a loan of 2,447,000 
kronor, a number of newly subscribed Asea shares (p. 397). 


All this, however, had been done without taking the Bank Inspector 
into account. By the time the next inspection took place in October and 
November 1904 the Ministry of Finance had changed hands and the 
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Riksdag had rejected a bill for industrial capital banks but passed one 
dealing with private banks. At his own request Benckert attended the 
board meeting on 22 December. It was clearly with reference to all the 
commotion in 1901 that he commented that, “having regard to the 
fact that the letters of the Bank Inspectorate are now considered to be 
public documents,” it would be more convenient if he were to convey 
his remarks in person. As far as Providentia was concerned he went 
straight into an attack against K. A. Wallenberg’s policy of 1902. The 
suggestion that share purchases by Providentia were in order as long 
as they involved no risk over and above assets which had already been 
written off, implied that all share purchases were in order as long as 
they were immediately written off, and this the law did not permit. More- 
over, “the bank naturally feels that it must always keep its protégé, the 
so-called Providentia, well supplied with working capital.” And indeed 
at the time of the inspection, loans to Providentia amounted to 4,200,000 
kronor. The affairs of this company, far from being “wound up” in a 
financial sense, were “wound up, all ready to bound forward,” and were 
indeed “wound up together” in a most complicated manner. Benckert 
drew particular attention to the arrangements for the reconstruction of 
Asea when the bank by “setting up two companies on paper” had be- 
come “practically the sole owner of this large and weighty concern.” 
Benckert said that he felt it his duty “to recommend strongly that the 
bank divorce itself from AB Providentia, possibly by distributing the 
company’s shares among the shareholders of the bank.” 

As on an earlier occasion, Benckert paid great attention to the de- 
preciation policy and pointed out that in 1902 and 1903 less than a 
tenth and a twentieth respectively of the sums written off were recorded 
in the board’s report. If the shareholders knew of this they might well 
draw the conclusion “that affairs were being conducted more on the lines 
of a crédit mobilier business than as a pure banking business.” The act 
passed in the previous year dealing with unlimited liability banking 
concerns required that the published balance sheet should provide a full 
account of all income and expenditure during the financial year, and 
these provisions would have to be observed when the books for 1904 
were made up. The methods previously adopted also involved false 
declarations in the bank’s tax returns. Benckert pointed out in this con- 
nexion that Providentia’s profits had not been distributed but that this 
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could be excused on the grounds that formally it was an independent 
company. This was not true of the trustee department, however, whose 
profits totalling 534,000 kronor did not appear anywhere in the general 
accounts of the bank. 

Benckert’s comments express the same point of view as the one he had 
maintained in the inspection report of 1891, i.e. that loans for industrial 
construction should not be undertaken even when hidden profits made 
them possible. The Riksdag had forbidden the creation of banques 
d affaires and he was not going to allow them to come into existence 
through evasion of the law. He flatly refused to allow SEB to act as a 
banque d'affaires by means of Providentia but he had no objection to an 
independent Providentia carrying on business of this kind with its own 
resources. 

K. A. Wallenberg had spoken in public against allowing unlimited 
liability banks to deal in shares and this made it difficult for him to 
defend what had happened. He referred to the advantages accruing 
through Providentia’s share subscriptions, but also declared that both its 
debts to the bank and its activities would be reduced until the proposal 
to dissociate the company from the bank could be put into effect. He 
also undertook that as from 1904 all writing-off operations would go 
through the profit and loss account. Table XVI shows a great reduction 
in the activities of Providentia in 1905. This was facilitated by the boom 
conditions which provided a good market for shares. The Grangesberg 
shares in particular showed a good profit, 658,000 kronor in all. This 
involved a settlement of 2,090,000 kronor in 1905, followed by 866,000 
kronor from L.M. Ericsson and 567,000 kronor from Avesta Jernverk. 

The greater part of the remaining funds tied up in shares came from 
Providentia’s own share capital, that is to say, from assets already writ- 
ten off from SEB’s point of view but representing large resources still 
effectively under the bank’s control. The main holdings of shares at the 
end of 1906 are set out in Table XVII. In order to show also the signi- 
ficance of the holdings in various companies, the percentage held by 
Providentia has also been given. 

Providentia then was really only active as a share-issuing company 
from 1901 to 1904 during the period with which we are here concerned. 
During this time very great use was made of it to consolidate the position 
of the bank, above all through the ploughing back of the exceptional 
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XVII SHARES HELD BY PROVIDENTIA AT THE END OF 1906 


———————— ee 


Capitalised 

valueafter5% Book Percentage of 

of the distri- value company’s 

butions (000 Kr.) shares held 

(000 Kr.) 
Halmstad—Niassj6 Jarnvags AB..... 1,847 1,193 30.8 
Halmstad—Bolmens Jarnvags AB.... 334 337 37.8 
Gavle—Dala Jaérnvigs AB ......... 2,836 DS 29.5 
INVasAIB Atlas sr.mcsvotcncus areas fctsieonso's 253 623 67.3 
HolorstA Benne cero corel 1,829 296 91.5 
Svensk-Dansk-Ryska Telefon AB.... 1,301 641 14.8 
UN BYP ADVE US geroreice a9) erieicie meskes 710 355 S58) 
AB ESMSEIICSSOnles che oe ea 360 400 2.9 
GotasWanalbolag <i. . arn ano 304 416 17.6 
BsteA siatiqueErancais asic. sce. ees 246 60 — 
AB Skandinaviska Elverk .......... — 200 75.0 
The South African Trading......... — 136 40.0 
Shares in 14 other companies....... 531 394 — 

12,451 7,786 


profits made in the ore company transactions. This was the last period 
during which the bank used its old methods of concealed depreciation 
provision. The existence of Providentia made it possible to ensure that 
profits on share transactions entered into in connexion with new 
foundations and reconstructions would actually reach the bank. In fact 
its very existence was an expression of the great activity in these fields 
which characterised the period and reflected SEB’s associations with the 
French banking system. 

When Benckert made it perfectly plain that these methods were not 
compatible with the law regulating the conduct of banks which the 
Wallenberg brothers had vigorously defended, his statement and its 
consequences were accepted. In the future, share transactions were car- 
ried out either by allied industrial firms or by consortiums; in either case 
profits and losses were taken by other companies or by private persons. 
SEB’s leaders continued to exercise as firm a control over the trans- 
actions. K. A. and Marcus Wallenberg subscribed the majority of the 
shares in the consortiums, Oscar Wallenberg looking after the small 
amount of book-keeping that was required; the other partners were 
employees or close associates of the bank and were usually the same on 
each occasion. 
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In this period of industrialisation the leaders of SEB obviously felt 
that the individuals who exercised a controlling influence in the process 
of building up new enterprises should be bound together in some firmer 
kind of organisation. That a consortium was not regarded as ideal for 
this purpose is shown by the warm support given to suggestions for 
legislation to allow special banques d'affaires. K. A. Wallenberg spoke 
in this sense at a meeting of the Economic Society, when the idea came 
into prominence again in 1907 after the establishment of Svenska 
Emissions AB. His speech must be read against the background of SEB’s 
experience with Providentia. In reply to points made by Moll who had 
opened the discussion, Wallenberg asserted that there were already quite 
enough uncontrolled organisations for speculation in shares. Institu- 
tions were needed to develop national industry, endowed with sufficient 
resources to do this properly. “Bring these resources together, with the 
necessary expertise,—and it’s not everybody who has it. An institution 
of this sort might do a lot of good!” It ought to be governed by the same 
laws as those regulating the conduct of banks. The laws, he continued, 
“which regulate our private banks are the finest of their kind. The 
publicity and the public control to which these institutions are subjected 
have served our country well. Many a time have I felt the Bank Inspec- 
tor’s rod on my back, but I have always found it to be extremely useful, 
and I presume others have had the same experience.” 


Even though industrial activities had been carried out for the most 
part with funds released by writing off, it still meant that resources 
were locked up to an extent which implied considerable risk if deposits 
were suddenly and substantially reduced, as had happened in the 1870s 
when the bank was heavily committed in railway construction (p. 25). 
The bank’s own funds amounted to 7,582,000 kronor at the end of 
1894, a sum which accounted for 13.6 % of the balance sheet total 
(p. 42). During the 1890s these funds were increased, largely by the 
issue of preference shares, to a total of 12,051,000 kronor at the end 
of 1899. The large increase in the balance sheet total, however, meant 
that the proportion they represented only increased to 14.5 %. Among 
Swedish banks this was a very low figure even for an unlimited liability 
11 These figures are those of the official bank statistics and are therefore comparable 


with those of other banks. The figures in Table I are taken from the balance sheets of 
SEB and are therefore not comparable. 
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bank, despite the general tendency among such banks to operate with 
small funds. Among the twenty-six unlimited liability banks SEB came 
nineteenth. It may be noted that the own funds of Skanes Enskilda Bank 
were 20.8 %, of Skandinaviska Kredit AB 17.2 %, and of AB Stock- 
holms Handelsbank 25.4 % of the balance sheet total. 

SEB had in fact relatively small resources for the large-scale in- 
dustrial business in which it was at that time engaging. During the last 
five years of the century it had increased its resources greatly by the 
swift development of deposit banking. The new types of account, capital 
and savings accounts, had become very popular and new branch offices 
had been set up. After 1900, however, this development ceased; the 
bank almost entirely ceased to compete for the savings of the general 
public through new branches, and much of the new deposit business 
came in connexion with the big industrial loan transactions (p. 61). 

Instead the bank’s own funds began to play a larger part. New issues 
in 1904 and 1906, together with the continued ploughing back of 
profits, brought these up to 25,437,000 kronor in 1906, and this made 
up 21.6 % of the balance sheet total. This was admittedly a character- 
istic development in banking at this time, but it was most marked with 
SEB, which climbed to seventh place among the nineteen unlimited lia- 
bility banks. The figures of other big banks also showed an improve- 
ment: the Skane bank rising to 31.6 %, Skandinaviska Kredit AB to 
25 %, and the Handelsbank to 33 %. As SEB built up its funds the 
trend was towards its becoming a banque d'affaires, but it was not alone 
in this respect and indeed lagged well behind the other big banks. 

To increase the unlimited liability fund through new issues meant 
that the old stockholders had either to subscribe themselves or allow out- 
siders to do so. What normally happens when a company needs to raise 
fresh funds quickly by issuing new shares is that the circle of share- 
holders is enlarged and the former leaders of the concern hold a smaller 
proportion of the shares. Such a development in SEB would not have 
been very welcome to the Wallenberg family. 

As far as individual holdings of shares in the bank are concerned it 
is not easy to discover from the lists exactly what the position was. 
Precise statements of the amount of shares held at any one moment 
by various persons are not available. It is possible, however, to get a 
reasonably accurate picture of how the shares were divided between 
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two significant groups, on the one hand members of the family and on 
the other members of the board who were not related to the Wallen- 
bergs. The positions before the issue of shares in 1893, and after the 
issues in 1894, 1904 and 1906, are set out in Table XVIII. 


TABLE XVIII. SHAREHOLDERS OF THE BANK 1892-1906 


Percentage of total 


1892 1894 1904 1906 

Wallenberg Family........ 25.4 3929 45.1 43.2 
IBOALG a. er. coraeraerencs cre toes 7.9 9.5 9.1 7.0 
OTe rsx Aiethec csi herenepe wren 66.7 50.6 45.8 49.8 
Total 100.0 100.0 100.0 100.0 

Number of shares 3,000 6,000 9,000 12,000 


The Wallenberg family and the members of the board thus acquired 
much of their large shareholding as a result of the issuing operations of 
1893-1894. It was then that these leading figures for the first time 
came near to holding a majority of the bank’s stock. The family’s holding 
increased in 1904 also though the board’s holding showed a slight rela- 
tive decline; together they now had a clear majority. Of the issue in 1906 
they acquired only enough to assure themselves a bare majority. During 
the years from 1904 to 1906, however, the shareholders had to pay in 
9,000,000 kronor; the provision of so much liquid cash must have 
created difficulties, especially for the larger holders. The largest share- 
holder was K. A. Wallenberg who increased his holding from 146 in 
1892, to 700 in 1894, 1,308 in 1904, and finally to 1,819 in 1906. 
Second came A. O. Wallenberg’s widow, Anna, whose holding in- 
creased from 150 to 352, 652 and 871; she was followed by Marcus 
Wallenberg with 127, 208, 638 and 638. It is particularly interesting to 
note that K. A. and Marcus markedly increased their holdings after 
the new issues of stock began. Too much reliance must not be placed 
on these figures, however, as appears from a note of Marcus Wallen- 
berg’s in 1902 relating to his bank coupons; in this he appears to 
have held 635 shares, a figure which he did not reach according to 
the official list until after the issue of 1904. There is a detailed account 
of this issue in the books of SEB from which it may be deduced that 
K. A. Wallenberg initially held 1,216 shares and Marcus 636. At this 
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stage the two leaders between them seem to have held over 30 % of the 
capital of the bank. 

There is no doubt that it was Marcus Wallenberg who was most 
anxious to increase SEB’s supply of share-capital. This was natural in 
view of his wish to involve the bank in business with the large industries. 
In the summer of 1903 the bank had acquired large sums of liquid 
funds through the iron ore company transactions and had also benefited 
from the realisation of other shares, but Marcus was still urging a new 
issue of 6,000 shares at par, which would double the original unlimited 
liability capital. It is clear that there was some opposition in the family 
to this large new issue, partly because of the difficulty of finding the 
ready money. Marcus had made his preparations, but there is no indica- 
tion that Knut, who would after all be required to produce twice as 
much money, had done so. In fact the issue closed at half the proposed 
total. 

It should perhaps be noted at this point that to judge from casual 
references in letters and notes, both K. A. and Marcus Wallenberg 
deposited most of their SEB stock as security for loans from private 
individuals, provincial banks and savings banks. They seem to have 
adopted this method of increasing their control over SEB at least in the 
middle of the 1890s, and they continued to use it. 

The next issue, in March 1906, occurred at a time when liquidity 
problems were twice as great as they had been in 1904. The level of 
prices on the Stock Exchange had risen, SEB:s dividend was now 12 %, 
and it was therefore decided to issue the 3,000 shares at 200. All pay- 
ments were to be made by 31 March and to make this possible the 
directors arranged a guarantee consortium which received an advance 
of 3,000,000 kronor (half the subscribed total) from the Landmands- 
bank to be paid off in twelve months. The SEB main ledger shows 
however that this sum was hardly used at all by the Wallenberg family 
or by the members of the board of directors of the bank. By 31 March 
these two groups had contributed a total of 3,039,800 kronor of which 
1,224,600 came from K. A. Wallenberg, 666,000 from Marcus, and 
504,000 kronor from Anna Wallenberg. An enquiry into loans paid 
out that day by SEB shows that they received 1,100,000, 290,000 
and 500,000 kronor respectively. The low sum paid to Marcus may be 
explained by the fact that Oscar Wallenberg, O. Kinnander and Carl 
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Frisk also borrowed 428,000 kronor but only paid in 184,000. Almost 
all these loans were paid off by the end of a year, that is on the same 
terms as the advance from the Landmandsbank. 

As far as the raising of liquid funds was concerned it was fortunate 
that this year Stockholm was experiencing its first wave of speculation 
in shares. It now became easy to withdraw funds that had been tied up 
in earlier transactions. By 8 May in fact K. A. Wallenberg was able to 
pay off his huge debt without having recourse either to the official or 
the unofficial Stock Exchange, by selling his shares in Storviks Sulfit AB 
to Kopparberg-Hofors Sagverks AB. He thus realised the profits from 
his initiative in industrial promotion in 1888, but as the bank financed 
this new transaction it did not acquire any liquid funds (p. 495). The 
whole transaction was one in which the head of the bank and its main 
stockholder, i.e. K. A. Wallenberg, obtained industrial business for the 
bank in return for additional bank shares. It shows how the directors 
were able to use their private dealings as a means of retaining their 
share of the bank’s capital even when large payments had to be made. 
On the other hand, as the liquid resources they required nearly always 
had to be obtained from the bank, it may be said that the bank created 
for itself much of the resources it obtained through new issues. SEB was 
able to function to a certain extent as a banque d'affaires because its 
directors provided it with the capital to do so, partly by ploughing back 
profits, partly through their personal business activities. 


5. The management of the bank and the statistical department 


In 1901 the widening range of the bank’s activities resulted in the ap- 
pointment of another permanent director, Carl Frisk, a lawyer who 
wished to leave his position in Stockholms Intecknings Garanti AB, 
turned to Marcus Wallenberg, who secured the agreement of K. A. 
Wallenberg and Kinnander to his appointment to SEB. There were 
certain things that Frisk should understand, Marcus wrote, before he 
took up his appointment in the bank. In the boardroom there had been 
an excellent spirit of co-operation ever since 1892, though this did not 
mean that there were not times when heated discussions arose. “You 
know of the bank’s character as a family affair: the Wallenbergs are 
bound to dominate it as long as there are members of that family with 
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business ability. One result of this feature of the bank is that we are 
anxious to build up as large reserves as possible for it.” 

The management of the bank was now concentrated in the 
hands of a small group of men. K. A. Wallenberg’s policy of never 
appointing a nonentity merely to fill a vacancy meant that the board 
now consisted of only ten members (p. 89). Apart from Printzsk6ld, 
who became chairman in 1898, the only new member appointed between 
1890 and 1900 was Kinnander who succeeded Frélander as cash man- 
ager. It should also be noted that Herman Billing, a municipal lawyer, 
had a seat on the board from 1890 until 1897 when he was made a high 
court judge. He was succeeded by another lawyer, Henrik Santesson, 
who remained a director until 1900 when he was appointed the director 
of the Nobel Foundation. Both these men were primarily responsible for 
the Trustee departement. On his appointment to the board of directors 
in 1901 Frisk took charge of this department. Many of the directors 
were now persons who gave their whole time to the affairs of the bank. 

At the beginning of this period the board included Printzsk6ld as 
chairman, Fr. Wretman as vice-chairman, A. O. Wallenberg’s brother- 
in-law, Fingal von Sydow, elected in 1871, Axel Burén, who was 
among other things Keeper of the Kings private property and Director 
of the Opera, elected in 1881, Robert Forsgrén, a merchant, elected in 
1887, and Gustaf Wallenberg. These directors took part in the day-to- 
day work of the bank only when their turn came up for a period of attend- 
ance on duty. After the mid-1890s it was only during such tours of duty 
that Gustaf Wallenberg played any part in the direction of the bank, 
apart from attendance at board meetings. In 1896 the association be- 
tween him and his brothers Knut and Marcus became much less close, 
and by 1897 there was some question of his leaving the board entirely. 
This did not happen until 1902, however, when he was replaced by his 
brother Oscar. After Oscar took charge of Providentia in 1904 his main 
activities were devoted to the bank. An older method of recruiting new 
members to the board may be said to have been followed when a vacancy 
caused by the death of Forsgrén was filled by the appointment of one 
of the oldest customers of the bank, Consul-General Axel Johnson. 
When Fingal von Sydow died in January 1903, however, he was not 
replaced. No new member was appointed until 1906, the year after the 
death of Wretman, when Olof A. Sdderberg, a member of the merchant 
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firm of Séderberg & Haak, was appointed to the board and, obviously 
as a result, transferred his business to SEB. The exclusive character of 
the board became increasingly pronounced, with the active members 
of the Wallenberg family and the bank’s managers in a dominating posi- 
tion. Independent members of the board, not directly concerned with its 
business, were left in a minority. 

As far as the day-to-day business was concerned records show that 
Marcus Wallenberg’s name was occurring with increasing frequency in 
the more important transactions. This clearly reflects the increasing 
significance of the bank’s industrial business. To follow closely the 
affairs of the big industrial clients of the bank and to take part in the 
direction of them, was not K. A. Wallenberg’s view of the business of 
banking, and on some occasions he expressed his disapproval of his 
brother’s activities. It seemed more important to him, for example, to 
handle the negotiations for the Swedish government loan of 1900 than 
to deal with Papyrus and Ferna (p. 310). The Norwegian nitrogen 
industry required a great deal of attention and K. A. Wallenberg said 
on one occasion that it took too much of Marcus’s time. Nevertheless 
it was along the lines of Marcus’s ideas that the work of the bank was 
to develop. 


As the instrument to enable Marcus Wallenberg to put his wishes into 
action and become well acquainted with the bank’s clients, a new depart- 
ment was set up in SEB, as new to Swedish banking circles as the use 
made of Providentia had been, a department for systematically investi- 
gating the financial stability of clients. Its contribution towards changing 
the relationship between banks and industry was considerable. The tradi- 
tion had been for industry to keep its finances as secret as possible and 
to borrow from several banks. Gradually the feeling of mistrust was 
lessened and industrial concerns began to transact business with one 
or perhaps two banks, and to keep them informed about their financial 
position. For this to be possible the bank had to know its clients, and 
the necessary information was provided for SEB by the special depart- 
ment which Marcus Wallenberg created on a model provided by the 
Crédit Lyonnais. He regarded the object of this new department as the 
collection of information and the systematic checking of the solvency of 
the bank’s clients. It was particularly important to discover how the 
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From the painting by A. Zorn 
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THE STATISTICAL DEPARTMENT 


discount clients managed their banking business, the quality of their 
bills and whether they also did business with other banks.!2 The memo- 
randum in which he made these points is undated but the date ‘1.2.00.’ 
appears on a number of sheets and forms from the Crédit Lyonnais on 
which the wording has been translated and which clearly served as a 
model for the printing of suitable Swedish forms. There are also some 
entries in the diary of the man who was appointed to take charge of the 
new department, Richard Julin, then a young man of 23. It is recorded 
there that the department was opened on 12 February 1900. “There 
had not previously been any proper department, as various people mainly 
doing other jobs in the bank had looked for information when nec- 
essary.” 

The name given to the new department, the ‘statistical department’, 
gave no hint of its real function; this was in fact the name given to the 
information section of the French General Staff. The directors did not 
wish to reveal their purpose in setting up a central specialised informa- 
tion service. The object was not so much to imitate that part of the 
Crédit Lyonnais system which was concerned with a detailed study of 
balance sheets, the Service des Etudes Financiéres, but rather the Bureau 
des Renseignements. The first object was to collect information and to 
arrange it so that it would be readily available when new credits were 
being sought. The collection of information in itself presented distinct 
problems for at that time there was very little published material in 
existence about the financial status of firms or individuals. Richard Julin 
himself has pointed out the difficulty of persuading the bank’s clients to 
reveal their balances and of discovering whether they made use of other 
banks for discount purposes. In order to tabulate his information most 
conveniently Julin worked out a formula to cover ‘changes in accounts’. 
Details about the various debit and credit items were entered once a 
quarter, thus indicating the trends in a client’s position. 

In the Crédit Lyonnais, however, methods of assessing the financial 
stability of clients had already been developed much further. Its depart- 
ment Etudes financiéres had a number of highly qualified specialists 
who were engaged in continual research into the economic and financial 
status of home and foreign governments, cities, railway companies and 


12 T. Gardlund, Sver-' Industrifinansiering, pp. 137 ff. 
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all manner of commercial and industrial undertakings. Every effort was 
made to keep the information up to date.** The availability of this in- 
formation was naturally of great value when quick decisions had to be 
taken, as for example which foreign bonds to place on the market for 
French investors. It is interesting that there is very little mention of such 
matters in K. A. Wallenberg’s correspondence regarding French loans. 
The French must usually have informed themselves already by their own 
methods on these points before entering into negotiations. 

At the beginning of the new century SEB began to deal more with 
would-be borrowers whose affairs needed very careful study before 
decisions could be taken. This was particularly true of the ore com- 
panies and the Asea group. The simple methods hitherto adopted by 
the statistical department did not suffice for an adequate study of such 
large-scale industries. This must have been the main reason why the 
directors of the bank arranged in 1903 that Julin should spend a year 
studying the work of Etudes financiéres. Marcus Wallenberg pointed 
out that it was particularly important “to find out how they studied 
industrial undertakings. What about formulae for observing the position 
of clients, etc.? Questions purely of political economy matter less to us.” 
This attitude seems natural in view of the fact that SEB did not place 
any government bonds with its clients, but was increasing quite signif- 
icantly its number of clients from big industry. 

Julin has said that during his time with the Crédit Lyonnais he spent 
only an hour with the Bureau des Renseignements. There was nothing 
to learn there since, as far as getting information was concerned, circum- 
stances in Paris and Stockholm differed completely, there being for in- 
stance no concierges in Stockholm. His period with the Etudes Finan- 
ciéres was, however, very fruitful. He worked out analyses of the Cunard 
line, Belgian mines, French railways and also one of the Gavle—Dala 
railway. In the latter instance the figures he had to hand led him to the 
conclusion that the lay-out of the tracks at the station at Gavle was bad, 
a point that was later confirmed by Oscar Wallenberg when he was 
head of the railway. His study illustrates the thorough analysis of the 
structure of an undertaking which could be produced by using the 
methods worked out by the Crédit Lyonnais. 


18 Notice sur le Crédit Lyonnais, pp. 48 ff. E. Kaufmann, Das franzdsische Bankwesen, 
pp. 266 ff. 
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In days to come there was much for the statistical department to do 
in the careful analysis of the balance sheets of the larger companies 
among the bank’s clients. This task was often combined with that of 
auditor. It then became possible for SEB to keep the management of 
such companies continually under review. The collection of information 
about clients by one single department meant not only that the data 
were subjected to more thorough scrutiny but also that, despite the 
growing volume of business, it became still easier for decisions about 
the granting of credit to be retained at the centre, in the hands of the 
leaders themselves. 
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BOND LOANS UNDER STRONG COMPETITION 


1. A victory for Louis Frenckel 


During the last decade of the century K. A. Wallenberg, from his posi- 
tion as the representative of the Crédit Lyonnais in Scandinavian bond 
transactions, had built up a consortium which was usually successful in 
competing for government loans suitable for the French capital market, 
and was not unsuccessful in other fields as well. The strength of the 
consortium was particularly apparent in 1899 when the international 
money market showed signs of stringency. In that year Stockholms 
Enskilda Bank, thanks to its foreign connexions, was the only Swedish 
bank which was able to put up a reasonable offer for an impending 
Swedish government loan. When the contract was signed, Langenskidld, 
clearly irritated at SEB’s dominance, rejected the small sub-allocation 
that was offered to Skandinaviska Kredit AB. In spite of its general 
opposition to Frenckel, who had several times tried to undermine K. A. 
Wallenberg’s standing with the Crédit Lyonnais, SEB invited the Han- 
delsbank to co-operate on similar terms. Frenckel accepted (p. 251), 
but he can hardly have enjoyed taking up an allocation from K. A. 
Wallenberg’s consortium when he himself had long held a leading posi- 
tion as an intermediary for international loans. 

K. A. Wallenberg’s position was undoubtedly weakened by the fact 
that his interests were so heavily biased towards the French market. For 
contacts with the capital markets of England, Germany or Holland he 
worked indirectly through Isak Gliickstadt of Den Danske Landmands- 
bank. This became evident during the negotiations for a loan for the 
city of Kristiania which came to the fore in 1899. Special measures had 
to be taken in such affairs to ensure that French taxes were incurred at 
the lowest rate. The measures evolved in 1897 to escape taxation (p. 


308 


THE SWEDISH GOVERNMENT LOAN OF 1900 


203) obviously could not be applied here, and K. A. Wallenberg was 
most anxious to arrange that only a small part of the loan should 
appear to be issued in France itself, thereby becoming liable to taxation. 
As it did not prove possible to overcome the difficulties sufficiently well 
for Paris to offer a competitive price, it became necessary to consider 
other markets. The obvious one was London where the firm of C. J. 
Hambro & Son had met Kristiania’s needs with a temporary loan in 
May 1899. The possibility of this being replaced by a bond loan seemed 
very slight because of the Boer War which was still going on. In view 
of the troubled conditions in South Africa, Gliickstadt, who was 
responsible for the contacts with Hambros, took the step in January 
1900 of sounding the Dutch market even though the London market 
was then beginning to ease considerably and discount rates to fall (p. 
253). Even after Kristiania had begun to deal directly with Hambros 
and Gliickstadt had been authorised to invite the co-operation of SEB 
with the Hambro consortium, K. A. Wallenberg was still trying to 
interest the Crédit Lyonnais. Not until after repeated negatives from 
them, coupled with their advice to accept, did he in fact agree to co- 
operate with the Hambro consortium. His allocation was £ 124,140 
out of a total of £ 1,200,000. The bonds took a long time to place and, 
as the placers were entitled to liquidate them at intervals, SEB had occa- 
sionally to expend money in order to be sure of the profit of 50,000 
kronor which the deal did in the end produce. 

The Kristiania loan had involved failure in the attempt to place a 
non-governmental loan on the French market. In May 1900 there was a 
further failure, this time with a government loan. K. A. Wallenberg had 
concluded an agreement in March, almost as a matter of routine, for a 
3% % Danish loan to raise 12,000,000 kronor for railway construc- 
tion. To prepare for the placing of these bonds at a price of 96%, the 
Crédit Lyonnais began in May to support the market by buying 1886 
34/2 % Danish bonds, “which resulted,” according to Marcus Wallen- 
berg, who happened to be in Paris, “in a flood of bonds on the market 
at a price of 95.50, so that buying had to be discontinued.” The bonds 
came from Germany where investors had been waiting for the moment 
when the Crédit Lyonnais would launch the new Danish loan. Recent 
large issues of cheap government bonds in Germany had made it profit- 
able for investors there to sell their Danish bonds in France in order to 
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buy German bonds. The Crédit Lyonnais saw no prospect of absorbing 
all that was offered and decided to realise their bonds immediately at 
94/4, relinquishing all claims to commission; an affaire blanche, in 
fact. The German capital market, in need of funds, thus managed to 
secure them by selling Scandinavian securities on the French market. 
The incident apparently took the Crédit Lyonnais by surprise and 
suggested that caution would be needed in negotiations for the next 
Scandinavian loan. 

A Swedish government loan was about to be issued. K. A. Wallenberg 
helped to prepare the ground by arranging, among other things, a visit 
to the Crédit Lyonnais by King Oscar II who was in Paris for the Great 
Exhibition. The King arrived, wrote K. A. Wallenberg, “attended only 
by Printzskéld, and was received at the door by Germain, Mazerat and 
myself. He stayed for an hour and a half and was quite charmed, but no 
more so than the gentlemen of the Crédit. His courtoisie will help us with 
the loan, but not beyond the bounds of the possible.” After discussions 
with Germain and Mazerat, Wallenberg concluded that the loan could 
be arranged providing the National Debt Commissioners would accept 
the prevailing conditions of the market. He did not expect any com- 
petition once co-operation had been achieved with the Dresdner 
Bank. At the request of Bostrém, the Prime Minister, he tried to propose 
a 4 % loan which would automatically be converted to 372 % after ten 
years. Thors and Moret both accompanied him to Stockholm and Mar- 
cus had also been asked to be in town. K. A. Wallenberg wrote to him 
that the matter was “essential, far more important than Ferna and 
Papyrus.” 

It is obvious that K. A. Wallenberg was not expecting any serious 
competition. The National Debt Commissioners clearly believed that it 
was necessary to try other markets besides the French, which SEB 
dominated, in order to achieve a reasonable amount of competition. 
Invitations were therefore extended not only for the remaining portion 
of the 1899 loan, which was very well suited to the French market, but 
also for offers for a loan specially designed for the English market. This 
did not produce any results at first and by the closing date, 21 June, not 
a single bid had been received. K. A. Wallenberg then wrote to the 
Commissioners suggesting as reasons the fact that the Commissioners 
had reserved the right to reject any application, plus the international 
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tension—the German ambassador to China had been murdered not long 
before. Wallenberg offered to discuss the matter, and a meeting took 
place at which he could only hold out the prospect of a 34/2 % loan at 
90, or a 4 % loan at one or two per cent below par. At a subsequent 
meeting of the Commissioners, however, a new proposal arrived. Dr. 
O. M. Hoglund, an ex-director of Industrikredit AB, brought news 
that Louis Frenckel had succeeded in interesting Lloyds Bank in Lon- 
don, though they were not yet ready to make a firm offer. This informa- 
tion caused the Commissioners to decide to break off negotiations with 
Wallenberg, who had after all given a price, and to deal instead with 
Frenckel. The latter proposed selling on a commission basis and sug- 
gested the formation of a guarantee syndicate to take over some share 
of the loan at a charge of 1 %. A 31/2 % bond which for the first ten 
years would earn 4 % could probably be issued, according to Frenckel, 
at a price of 97*/2. After returning to Wallenberg and ascertaining that 
his bid was unchanged the authorities continued their negotiations with 
Frenckel. He now offered to share the profits with the Commissioners 
if a higher price could be reached. He had also approached M. M. War- 
burg & Co., in Hamburg, and believed that he could set up a guarantee 
syndicate for £ 500,000 and later possibly for more. The Commis- 
sioners seem to have been more interested, however, in the possibility 
of a profit and accepted the guarantee proposal for only half the loan. 
After a week or so the agreement was concluded more or less along 
these lines, the consortium guaranteeing half of the £ 2,000,000 issued. 
As commonly occurred in England, this loan did not have to be paid 
off in instalments as the earlier government loans had been. 

The negotiations for the 1900 loan had in fact been conducted on 
wholly different lines from those for earlier loans. As a result of the 
influence of Frenckel and of the wish to make use of a new market, the 
Commissioners resolved to bear a considerable part of the risk them- 
selves that the loan might not be placed. Wallenberg had no idea what 
was going on. He wrote to Gliickstadt that Frenckel’s consortium had 
offered “a firm price which we did not consider we could meet and, 
though the Commissioners were extremely friendly and yesterday gave 
us an opportunity to reconsider our decision, we had to decline. -——In 
Paris they seem satisfied that the plan has not come off; let the others 
have a go.” He took the loss calmly, presumably in the belief that 
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Frenckel would be left with the bonds on his hands and would therefore 
be less dangerous in the future. 

An important presupposition for such a line of reasoning was that the 
published total for the loan, 36,000,000 kronor, had been definitely 
taken over. After only a week or so Thors expressed certain doubts that 
all was not well, but K. A. Wallenberg replied that he knew of no 
grounds for suspicion. It was perfectly in order for the Commissioners 
to accept Frenckel’s price as they themselves could not offer a better one. 

It was inevitable that sooner or later the true state of progress with 
the loan would become known to the public. When the news reached 
the press the comments of the various papers naturally reflected their 
attitudes towards the banking problems of the day (p. 278). From the 
first the comments of Stockholms Dagblad revealed inside information 
about the loan. On 15 July it stated that the allotments reserved for 
London and Amsterdam had been fully subscribed, but a few days later 
admitted that the loan had met with a very cool reception in London. 
The consortium was left with 66 % of the total, political unrest being 
suggested as the main reason. Svenska Dagbladet insinuated that the 
Commissioners had only been able to sell part of the loan. The attitude 
adopted by this paper became even more critical in September when in- 
formation was received that vain efforts had been made to dispose of 
the bonds in Chicago. In a long and well-informed article it revealed 
that the Handelsbank consortium had only taken half the loan whereas 
the SEB group had offered to take over the whole loan. Its facilities 
were said to be very different, and it would never have run into the sort 
of trouble now being met, as a result of which a greater part of the loan 
was still “floating about on the international bond market, ——— a 
reproach to Sweden’s credit and reputation abroad.” Frenckel’s handling 
of a loan for Stockholm at this same time was said to be equally rep- 
rehensible. The Handelsbank was accused of arranging “agreements 
which depart from the intentions in order to get the better of its com- 
petitors.” A few days later certain statements by American bankers were 
produced as evidence that Sweden’s credit had suffered and the other 
side was challenged to reply. Stockholms Dagblad confined itself to 
interpreting the statements differently, to the effect that no one doubted 
Swedish credit; the loans had been difficult to place because little was 
known about Sweden in America. 
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In December the report on the National Debt Office by the Riksdag 
auditors raised the question of the conduct of negotiations with bank 
consortiums, a point not raised by Svenska Dagbladet. The auditors 
gave a detailed account of the loan transactions, a move which was 
held in some quarters to be inexpedient. They also revealed that by the 
end of October the consortium had only placed the guaranteed half 
of the loan. After this report K. A. Wallenberg felt constrained to make 
a public protest. He denied that he was associated with the press crit- 
icism of the loan but, in so far as he was responsible to the banking 
consortium which had taken over earlier government loans, he felt he 
must fill in certain gaps in the Riksdag auditors’ report. After describing 
his negotiations with the Commissioners he said he believed that “with 
me they were only negotiating on the basis that I would definitely take 
over the whole loan; with others they were considering a sale on com- 
mission.” In July his Paris associates had suggested that “the Commis- 
sioners had behaved improperly. At the time I denied this most strenu- 
ously; I regret to say that I can no longer do so.” K. A. Wallenberg 
agreed with the view, however, that these private matters should not 
have been made public. 

Stockholms Dagblad and Aftonbladet regarded Wallenberg’s interven- 
tion as proof that he was behind the critical attitude of Svenska Dag- 
bladet towards the loan and that this attitude was prompted by “wounded 
private interest”. This was the same charge as that levelled against SEB 
in the battle for the right of private banks to issue notes which was going 
on at that moment (p. 280). The Commissioners were fully supported 
on the grounds that it was worth a considerable sacrifice to introduce 
Swedish government securities into the English market. The majority 
report of the auditors was also defended on the ground that such matters 
should be made public. K. A. Wallenberg wrote again to the paper 
denying firmly that he had had anything to do with the newspaper cam- 
paign. Such a detailed report by the auditors was inexpedient because 
in any case reports of transactions of this kind were passed on by special 
agences de coupures to the statistical departments of the big foreign 
banks. Four days after publication the information would be known to 
these banks. “It was because I realised this that I had to speak openly 
and to inform my principals abroad what had really happened in the 
negotiations for the loan.” 
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It now began to look as if the agreement between the National Debt 
Commissioners and Frenckel had failed, and K. A. Wallenberg thought 
that Frenckel had become impossible. But in January and February 
1901 Stockholms Dagblad reported triumphantly that the whole loan had 
been placed. It was evident, the newspaper claimed, that the allegedly 
‘weak’ consortium of the Handelsbank had now proved itself as equally 
‘strong’ as the consortium which had placed earlier government loans. 
But of course the capital market was now much easier. The Commis- 
sioners were able to plead the successful placing of the loan, as well 
as the access gained to a new market, to excuse their rather less than 
correct behaviour towards K. A. Wallenberg. Frenckel had shown that 
he had valuable foreign contacts and the ability to gain the ear of the 
Commissioners. The press campaign may well have improved his 
relations with the Commissioners and impaired those of Wallenberg. 
At this stage, with interest rates falling, the advantage which the Crédit 
Lyonnais could ensure of a swift placement of loans was in any case not 
as great as under different conditions. 

The next clash with Frenckel came in the spring of 1901. Repeated 
decreases in German discount rates were the probable cause for the 
issue of a number of Swedish local loans. SEB competed for the 
Stockholm and the Malmo loans, but did not try to interest Paris in 
them, instead approaching L. Behrens & Sohne with a view to placing 
the loans in Germany. Behrens proposed to invite the co-operation of 
the Handelsbank and M. M. Warburg, but K. A. Wallenberg would 
only agree to this if the initiative came from them, “because, when we 
have invited their co-operation in the past, the Handelsbank has always 
replied, ‘on condition that we are allowed to join your French syndi- 
cate’.” This the French had refused, and in any case the syndicate was 
large enough already. Instead an earlier agreement was revived and 
co-operation was arranged with Skandinaviska Kredit AB. The counter- 
bidding continued steadily until the easing of the Swedish market 
began to make itself felt and the placing of the loans finally came to be 
based there. K. A. and Marcus Wallenberg decided to save their 
strength for more profitable occasions. Frenckel eventually made the 
lowest bid and was later helped by a fall in the Riksbank’s discount rate. 

Frenckel had now strengthened his position with this type of loan, 
and he had an opportunity to consolidate it still further in the following 
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year when competition was again invited for another Stockholm loan. 
This time he had Skandinaviska Kredit AB on his side; other changes in 
the consortium involved the inclusion of some Swiss banking firms. The 
loan was offered in Switzerland at 100 %4, having been taken over at par. 
K. A. Wallenberg thought that this profit margin was far too small. It 
was natural, he felt, “that the turnover among members is great”. 
Frenckel must have been working with small margins, with a consort- 
ium that varied with changing circumstances, and with methods utterly 
different from those of K. A. Wallenberg. 


2. Success outside Sweden 


For the next few years Frenckel’s success inside Sweden was not match- 
ed by similar victories with other Scandinavian loans. K. A. Wallenberg’s 
most useful instrument in this field was, as before, the French consort- 
ium whose composition remained relatively unaltered. In negotiations 
from July 1900 onwards, however, Moret now represented the Banque 
de Paris instead of the Crédit Lyonnais as before. His move may have 
been connected with his growing interest in industrial business, which 
had been demonstrated in the negotiations for the French credit for 
LKAB at the end of 1899 (p. 260) and in the Russian telephone deal in 
the summer of 1900 (p. 457). The change did not interfere in any way 
with his position as SEB’s most important contact in Paris. 

In the spring of 1901 the question arose of a Finnish government loan 
for railway construction. The Finnish parliament had already decided 
on this project in the previous summer, but the more intensive policy of 
Russianisation adopted in 1899 by the Governor General, Bobrikoff, 
had considerably diminished its powers. Moreover, considerable pressure 
could be exerted on the Finnish opposition by the creation of delays 
when foreign loans were urgently required. In February 1901 the Di- 
rector of Privatbanken i Helsingfors, Emil Schybergson, said that it was 
not yet known whether the Imperial sanction would be granted, but that 
if it did come the Finnish Government would have to “strike while the 
iron is hot, even if the price of the money is high. The country needs 
money to breathe again and, most important of all, unless the loan is 
taken up immediately when sanctioned, it may easily run into fresh 
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political difficulties.” On 29 March the news from Helsinki was still 
that the loan seemed to have little prospect of being sanctioned, but 
by 1 April a loan of 25,000,000 francs had been approved. The situation 
was such that there were good prospects for anyone able to put in a 
firm offer quickly at a reasonable price. K. A. Wallenberg went to Hel- 
sinki with Moret and August Célérier from the Crédit Lyonnais and 
they signed a contract on behalf of the consortium which on this occasion 
included the Deutsche Bank and the Dresdner Bank. The consortium’s 
total profits were no less than 1.91 % out of which SEB gained 57,000 
kronor. 

In the spring of 1901 a new loan was also proposed for Norges Hypo- 
tekbank. His initial efforts to place this paper on the French market gave 
K. A. Wallenberg a prior advantage but success was not automatic. The 
Hypotekbank hoped to make use of the precedent set by the earlier loan 
of 1899 by reaching a price comparable with that of state securities, but 
the Crédit Lyonnais was unwilling to agree. One of the most serious 
obstacles, according to K. A. Wallenberg, was that the Hypotekbank 
bonds were quoted in Germany at only 86 %. Clearly there was fear of 
a debacle similar to that of the previous year when the Danish govern- 
ment bonds were sold in France (p. 309). It is also known that this 1901 
loan of 20,000,000 kronor caused the statutes of the Hypotekbank to 
be altered so that 8,000,000 kronor could be paid in the older bonds 
left in the hands of Behrens and the Landmandsbank.* 

The negotiations for the repurchase were a matter with which the 
Crédit Lyonnais did not concern itself. Nor did any French representa- 
tives take part in the later negotiations which were held in Kristiania in 
August. Moret took the view that, as before, the matter should be 
treated on an optional basis, i.e. without the French banks being com- 
mitted until the taxation problems had been settled. K. A. Wallenberg 
could not secure their consent to a price higher than 91. Later he te- 
legraphed from Kristiania that he had concluded an agreement for a 
3% % loan of 20,000,000 kronor at a price of 91% and this was 
accepted, but the Crédit Lyonnais increased their commission. As a 
result the consortium’s profits were limited to 1.4 % which K. A. Wal- 
lenberg and Moret regarded as very low for such an exceptional transac- 
tion. SEB nevertheless gained 121,000 kronor, of which 17,000 repre- 


1 A. Kaartvedt, Kongeriket Norges Hypotekbank, p. 323. 
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sented the profit on the purchase, for the most part in Norway, and the 
resale to the Hypotekbank, of older bonds. Due payment was required 
for the task of clearing up the remaining points at issue to ensure that 
the bonds of the Hypotekbank would be treated in France on the same 
footing as state securities. 

Shortly after the question of a Danish government loan arose, 
in which four other competing consortiums appeared, including one 
backed by Frenckel and two non-Scandinavian houses, Warburg and 
the Comptoir d’Escompte. It seemed ominous that Frenckel had secur- 
ed the co-operation of a French bank, but after a few days of intensive 
activity K. A. Wallenberg was able to report that this time Frenckel 
had not succeeded in defeating him. Nevertheless he remained on his 
guard. The next matter to occupy his attention was a Norwegian govern- 
ment loan. He had prepared for this by arranging, at Sunde’s request, a 
temporary loan of 5,000,000 kronor in Paris. SEB and the Landmands- 
bank invested this sum at 4 % at 14 days’ notice, a necessary sacrifice, 
according to K. A. Wallenberg, in order to help them to secure the 
coming long-term loan. 

This short-term advance did not prevent the Norwegian Storting from 
denouncing, in a resolution on the long-term loan in December 1901, 
the earlier procedure of accepting a loan tender without inviting com- 
petition. Sunde had to accept this protest, but did Wallenberg the favour 
of arranging that the day for the final submission of bids should be one 
on which it was convenient for Wallenberg to be in Kristiania. Wallen- 
berg made plain to his French associates the dangers of the competition 
from the consortium of Warburg plus the Comptoir d’Escompte. They 
must either bid high or withdraw entirely. The investment transaction 
was arranged beforehand with Gliickstadt and later, according to K. A. 
Wallenberg, proved to have been a considerable factor in their success. 
The consortium’s earnings turned out to be 1.21 % as compared with 
the 1.10 % of the Danish loan, and SEB made 100,000 kronor out of 
it. A good deal of this came from the bonus of 113,850 francs which 
SEB and the Landmandsbank received in return for guaranteeing invest- 
ment at the effective rate of the loan, i.e. 3.71 %. 

It is clear that, just as a few years earlier, the investment conditions 
were decisive in the competition for the Norwegian loan. The falling 
rates of interest, however, made it less certain than in the 1890s that the 
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funds could be profitably invested and yet kept reasonably liquid. An 
investment transaction was no longer profitable to the same extent 
unless made worth while by some special compensation. 

K. A. Wallenberg’s efforts to introduce non-governmental securities 
on the French market had failed so far as the bonds of Finlands Hypo- 
teksforening were concerned. He did not abandon his client, how- 
ever, but after stiff competition from the Dresdner Bank he managed to 
place its bonds in Germany with the help of the Norddeutsche Bank. A 
month or so later he did succeed in placing his first fully taxed municipal 
loan in France. This was a loan for the city of Copenhagen. Gliickstadt 
had been corresponding with Moret about such a loan, but apparently 
without success. K. A. Wallenberg was visiting Paris in September on 
other business when Mazerat sent for him and soon, as he wrote to 
Marcus, he was “in the thick of it again, with the usual bargaining and 
negotiating between the C. L. and the Banque de Paris. Mazerat wants 
the loan, but doesn’t want the C. L. to assume the risks of taxation on 
the city’s behalf, and prefers to pay the Banque de Paris for doing so.” 
On the following day things still looked dark, but “at my request old 
man Germain was telegraphed for. I believed Germain wanted the deal 
to go through, otherwise Mazerat would not have taken the initiative. 
Today eight of us, the big-wigs, argued it all out at the C. L. and it was 
settled that things should be arranged in the same way as for the Vienna 
loan, i.e. the city undertakes to pay the tax, but is indemnified by the 
banks which will raise a special fund of 630,000 frs. for the purpose.” 

The Copenhagen transaction had showed that the Crédit Lyonnais 
could offer a competitive price when necessary in spite of the tax handi- 
cap. The outstanding difficulty was clearly that the banks themselves 
had to take on the tax risks incurred by the borrowing city. A good deal 
of preparatory work was needed and, while K. A. Wallenberg was 
engaged in this, Frenckel was successfully arranging a loan for Hel- 
sinki, Wallenberg’s main rival in the Swedish financial world was very 
quick to seize an opportunity for action. 


3. Stagnation and strong competition, 1903-1904 


In the winter of 1903 K. A. Wallenberg found himself in a position in 
which it was difficult for him to protect the interests of his most im- 
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portant client, the Norwegian government. The Norwegian demand for 
its own consular service had brought about a marked deterioration of 
telations between Sweden and Norway. The radical left in Norway 
talked openly about war, but in the government and the Storting 
opinion was sharply divided. As far as internal affairs were concerned, 
the existing left-wing government was strongly criticised for its economic 
policy after the crisis of 1899? and the Finance Minister, Sunde, came 
under heavy fire. 

Before his departure for Paris in December 1902 K. A. Wallenberg 
had on Sunde’s request begun to prepare for the conversion of a small 
government loan. At that moment, however, he received an invitation 
from G. E. Broms to buy his majority holding of shares in the Norrbot- 
ten iron ore companies, a move which re-opened the whole question of 
their future. The Norwegian proposal to impose export duties on the 
ore that was about to be exported through Narvik lowered the value 
of the company’s shares and annoyed Prime Minister Bostrém (p. 373). 
In this situation the chairman of the directors of SEB, Printzsk6ld, 
the Lord Chamberlain, asked Marcus to “entreat” Knut “to hold back 
as much as possible if any question should arise of strengthening the 
financial resources of Norway.” The situation was “totally different 
from that prevailing on earlier similar occasions.” A few days later Knut 
received an urgent telegram from Marcus which apparently contained 
similar advice from the Prime Minister. 

This was a definite instance, probably the first, of the Swedish govern- 
ment’s interfering with SEB’s plans to arrange credits for the Norwegian 
government. It left K. A. Wallenberg in an awkward position between 
the Swedish government on the one hand and the consortium which he 
represented and which had arranged the previous Norwegian loans on 
the other. He tried at first to persuade Sunde to postpone the loan until 
“tempers have cooled off a little and conditions become favourable 
again,” but having failed to do this he managed to present the position 
to the French in such a way that they did not tender any offer. Bids 
were submitted, however, from other quarters and the loan went to the 
Comptoir d’Escompte. 

When Bostrom visited Kristiania he received a letter from K. A. Wal- 
lenberg containing an account of the loan negotiations, ending with the 


2 W. Keilhau, Det norske folks liv og historie, X, 431 ff. 
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sardonic words, “Our restraint has therefore only resulted in the opera- 
tion being carried out by Mr. Louis Franckel’s agent in Paris rather 
than by mine. This is actually the first time that that concern has sent 
a representative to Kristiania, but doubtless the authorities in the 
Comptoir knew that the field was free. In constant readiness to offer 
our mite for the good of our country, I remain your truly devoted K. A. 
Wallenberg.” 

K. A. Wallenberg’s position vis-a-vis the consortium was soon re- 
trieved when he succeeded in winning the Finnish government loan at 
the beginning of March. This transaction provided an unusually high 
profit, no less than 2.14 %. At the same time he was helping to arrange 
a loan for Stadernas i Finland Hypotekskassa, to be placed through 
Behrens. Later he tried to interest the Crédit Lyonnais in these securi- 
ties, but failed because Germain did not approve of real estate as col- 
lateral. A Danish government loan which K. A. Wallenberg had discuss- 
ed at a previous meeting in Paris did not come off owing to political 
difficulties in Denmark. In this case, K. A. Wallenberg maintained, 
Paris had good cause to blame him for being ill-informed. Prelimi- 
nary discussions about a Swedish government loan also came to nothing, 
possibly because his relations with the National Debt Office were not 
sufficiently close. In May came the only other transaction concluded 
that year, the sale to the Crédit Lyonnais of Norges Hypotekbank’s 
older bonds which were inscribed only in Norwegian. The authorities of 
the Crédit Lyonnais took very little interest in this matter, an attitude 
which K. A. Wallenberg failed to understand. The bonds of the Swedish 
Hypoteksbank, inscribed only in Swedish, he wrote to Célérier, were 
selling better every year in France. He was clearly annoyed at the re- 
luctance of the bank to take part in the large import of bonds to France 
without an official introduction. 

In the summer of 1903 an impending large Russian loan seems to 
have been causing the Crédit Lyonnais to lose interest in a loan to 
Kristiania, and it was transferred to a German group who sold the 
bonds privately in Paris. K. A. Wallenberg felt that the Crédit Lyonnais 
was too anxious for big profits and despised small business. In the spring 
of 1904 he succeeded through the Banque de Paris in securing a partici- 
pation in a Russian loan which amounted to no less than 800,000,000 
francs, as well as in a loan to Morocco, both of which were issued by 
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the Crédit Lyonnais. These can only have been a small compensation for 
the lost business in Scandinavian bond operations. 

Preparations began in the spring of 1904 for a Swedish government 
loan. The Crédit Lyonnais sent a representative in A. Bonzon and it was 
he who tendered the bid. This had been fixed at 95 1/2 though K. A. Wal- 
lenberg wanted the price to be 96 1/2. Frenckel bid 96 "/s and the loan 
went to his consortium, the leading members of which were the Banque 
de l'Union Parisienne, the Comptoir d’Escompte and the Société Gé- 
nérale. It was thus made clear that Frenckel could gain the support of 
important French banks. K. A. Wallenberg did not conceal from Moret 
his annoyance, “Toutes ces affaires vont nous échapper si le C. Lyonnais 
ferme les yeux pour la compétence des concurrents.” 

The Crédit Lyonnais, however, learned the lesson of this defeat. The 
year before, the Norwegian Storting had decided to set up an institution, 
Den Norske Arbeiderbrug- og Boligbank, to help people of small means 
to acquire land. It would at first have the same directors as the Hypo- 
tekbank and its shares would be regarded as government securities. 
Both institutions could use the French capital market which, after the 
two Hypotekbank loans and the sale of the older bonds, was now fa- 
miliar with this type of security. All the same it was a long time before 
the Crédit Lyonnais showed any interest. When the Boligbank sent out 
its first invitations for subscriptions in September 1903 K. A. Wallen- 
berg was unable to arrange any acceptable bid from Paris and was 
thankful to get the flotation postponed on the ground that market con- 
ditions might well improve. Early in the summer of 1904 the Crédit 
Lyonnais declined to buy some of the older bonds of Norges Hypotek- 
bank and, as far as a new 15,000,000 kronor loan of the Boligbank 
was concerned (for which new bids were invited by 8 July 1904), it did 
not want to bid more than 90. K. A. Wallenberg flatly refused to put in 
such a bid,—and the need did not arise. In between came the defeat of 
the consortium in the competition for the Swedish government loan. On 
12 July a contract was signed with the Boligbank for a price of 95.70. 

The Crédit Lyonnais had raised its bid by a large amount. When 
another loan of 8,000,000 francs for the Hypotekbank was also being 
discussed no more than 93 was offered, presumably because the sum 
was considerably smaller and because no rival had appeared in the 
field. A decision was postponed and the foreign representatives of the 
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consortium—Wallenberg, Bonzon and Gliickstadt—went their various 
ways. Also concerned was a Norwegian member of the consortium, the 
Director of Centralbanken for Norge, N. Kielland-Torkildsen (p. 323). 
On 14 July it came to his ears that Den Norske Kreditbank and the 
Norddeutsche Bank, i.e. the Comptoir d’Escompte group, were going 
to bid for the bonds on the following day. He immediately got into 
touch by telephone with Gliickstadt who sent a telegram to K. A. Wal- 
lenberg. After further intensive telephoning and telegraphing K. A. 
Wallenberg caught the next train to Kristiania and, having obtained 
Mazerat’s permission to bid 96, secured the contract. 

In fact even the increased offer made by the Crédit Lyonnais might 
have failed. The Hypotekbank was in a position this time to make full 
use of the fact that there were now two competing consortiums, one 
represented by Gliickstadt and Wallenberg, the other by Frenckel and 
Den Norske Kreditbank. Opinion was sharply divided among the direc- 
tors as to which offer should be accepted. Frenckel’s bid involved the 
lowest effective interest in addition to being a novel type of loan, in 
which the bonds would carry an interest of 4 % for the first eight years, 
3% % for the next eight years and 3 % for the remaining 44 years.® 

K. A. Wallenberg shortly afterwards wrote an account of this incident 
which corresponds closely with these facts. He suggested that as soon as 
Frenckel knew that the field was clear he adopted his usual procedure. 
He arrived without appointment and demanded an immediate interview 
with the directors of the Hypotekbank; he then put forward a proposal 
which was very advantageous to the bank and demanded an immediate 
answer. The directors insisted on thinking the matter over until the 
following day and informed Wallenberg’s group. As soon as he arrived 
Wallenberg offered 95%, but this was not enough. The bank accepted 
his higher offer of 96 though still maintaining that arithmetically his bid 
was no better than that of the opposition. The bank saw the advantage, 
however, of retaining a familiar type of loan and of continuing their old 
connexions with his group. “It gave me real pleasure,” wrote K. A. Wal- 
lenberg to Gliickstadt, “to spoil F’s crafty plans. This time he returned 
empty-handed on the same train as myself—but he didn’t see me!” Bon- 
zon declared that Wallenberg’s reaction to the bid made to the National 


3 A. Kaartvedt, Kongeriket Norges Hypotekbank, pp. 323 ff. 


322 


THE SEPARATION OF SWEDEN AND NORWAY 


Debt Commissioners was justified. His double success in Kristiania 
proved this. 

The syndicate’s profits amounted to no more than 0.93 %; on the 
Boligbank loan it was 0.89 %. Success had been achieved at the cost 
of smaller profits. For K. A. Wallenberg it was a considerable gain to 
have persuaded his French associates to accept this situation. Their 
greater readiness to accept Scandinavian securities was soon shown 
again when they agreed to place 5,760,000 kronor of Swedish Govern- 
ment 3.6 % bonds. These were bonds inscribed only in kronor and 
represented the payment made by the state in the nationalisation of the 
Trollhatte canal. 


4. Banking at the time of the separation of Sweden and Norway 


K. A. Wallenberg’s high prestige in Paris was of great assistance during 
the autumn of 1904 when his activities in raising loans were simultane- 
ously attacked from two quarters. One attack came from Frenckel and 
will be dealt with later (p. 330); the other came from Norway, a country 
which had been of great significance in the development of SEB’s foreign 
bond business. 

It is interesting to note how small a part was played by the Norwegian 
banks in the loans around the turn of the century when their country 
was acquiring great capital sums. This is all the more remarkable 
as a number of new banks were founded in Kristiania in the 1890s. 
These seem, however, to have concentrated on the financing of specula- 
tive business at home, particularly in connexion with the concurrent 
building boom (p. 245). They were hard hit by the crisis of 1899, the 
consequences of which hampered their work for years to come. One 
result was that the foreign banks who arranged loans abroad dealt 
directly with the institutions borrowing money. Most of the loans were 
arranged by SEB and the Landmandsbank. Not until the autumn of 
1904 did K. A. Wallenberg meet any objections to the leading rdle he 
took in arranging loans, and then they came from one of the partici- 
pants in the negotiations for the Hypotekbank loan, Nicolai Kielland- 
Torkildsen. He has been described as the Norwegian banker who 
worked the hardest to achieve Norwegian financial independence of the 
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outside world. He became the managing director of Skiensfjordens 
Kreditbank in 1881. In the last five years of the century he campaigned 
for a closer association of the provincial banks and succeeded in 1899 in 
founding Centralbanken for Norge, of which he became the head. This 
bank was owned by Norwegian provincial banks together with five 
foreign banking firms, SEB, the Privatbank of Copenhagen, the Deut- 
sche Bank of Hamburg, the Banque de Paris and Hambros. SEB was 
the first foreign bank to accept the invitation to co-operate and the 
Banque de Paris agreed to do so on K. A. Wallenberg’s advice.* 

When Thors asked for K. A. Wallenberg’s comments on Torkildsen’s 
invitation he replied that SEB had long been contemplating the acquisi- 
tion of shares in a Norwegian bank. This was an opportunity to put 
their idea into practice, having first of all investigated Kielland- 
Torkildsen’s qualifications and checked that the project was approved 
by the authorities of Norges Bank. If the new bank was well managed it 
could become a real force and furnish them with good Norwegian issues, 
but for large scale government business it would have to co-operate with 
foreign agents. In any case Wallenberg advised Thors not to turn it 
down before their next meeting in Kristiania when the current Nor- 
wegian government loan was to be discussed. He was obviously doing 
his best to smooth the path for the new bank. He assumed that the Cen- 
tralbank would bring Norwegian issues to the consortium but would 
depend on him for government loans. He may have thought that Kiel- 
land-Torkildsen would acquire a position resembling his own at the 
time when he represented Gliickstadt’s consortium in Sweden but had 
no direct contact with the market where the loans were to be placed. 


Early in 1900, at the request of SEB, the Centralbank was allotted a 
participation in the Kristiania loan (p. 309). Later, it took part in all 
Norwegian government loans and in loans of the Hypotekbank. Kiel- 
land-Torkildsen assisted in the negotiations in Kristiania and was 
responsible on his own account for the placing of a number of municipal 
loans in Norway. He also served as the representative of the Land- 
mandsbank for the loans to Stavanger and Bergen, the latter being for 


4 N. Kielland-Torkildsen, Centralbanken for Norge. E. Hoffstad, Det Norske Privat- 
bankvesens Historie, pp. 167 ff. E. Ostvedt, Skiensfjordens Kreditbank. 
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the most part placed through Hambros. The new bank was being led by 
a man of energy and ambition, who was ready to undertake bond 
business involving contacts with foreign markets. Not until the autumn 
of 1904 did Torkildsen make any demands which threatened K. A. Wal- 
lenberg’s position as the confidential agent of the French banks for all 
business connected with Scandinavian loans. Kielland-Torkildsen’s 
moves may have been caused by the satisfaction he got from the 1904 
Hypotekbank loan (p. 322); but the support he received from the Nor- 
wegian Ministry of Finance was probably far more important. 

The Finance Minister was no longer Sunde but was now Christian 
Michelsen who had spoken earlier that year in favour of a stronger line 
on the Union question. At the end of October 1904 Kielland-Torkildsen 
arrived at the Crédit Lyonnais with the request that he might be allowed 
to conclude direct, i.e. without Wallenberg as intermediary, the arrange- 
ments for a Norwegian government loan. Thors informed Wallenberg 
of this and also told him that Frenckel was trying to join the consort- 
ium. K. A. Wallenberg’s first reaction was to write to Michelsen to say 
that the consortium “whose representative in the Northern countries is 
myself”, was interested in the impending loan. Michelsen’s reply made 
clear his wish to strengthen Kielland-Torkildsen’s position, but he was 
not yet ready to break with SEB. Nor was SEB anxious to run the risk 
of losing an old client, and one which had been courted on the occasion 
of the previous loan by a rival consortium (p. 319). The usual delega- 
tions arrived in Kristiania at the beginning of December for the negotia- 
tions, K. A. Wallenberg, Isak Gliickstadt, and A. Bonzon for the Crédit 
Lyonnais, while the Banque de Paris was represented by a new name, 
Horace Finaly. The loan amounted to 41,194,800 kronor and was taken 
over at a price of 97.1. The two French banks took 25 % each, SEB 
13 %, the Landmandsbank 9 %, and the Centralbank, the Privatbank 
of Copenhagen, Behrens and the Norddeutsche Bank each 7 %. The 
consortium made a profit of 0.59 % and SEB gained 87,000 kronor. In 
a letter to his brother-in-law, K. A. Wallenberg suggested that the profit 
was small in relation to the work, worry and risk involved. 

Kielland-Torkildsen was even more dissatisfied. He wrote several 
angry letters to K. A. Wallenberg, attacking his and Gliickstadt’s posi- 
tions as intermediaries for loans. The Privatbank of Copenhagen, draw- 
ing attention to the wishes of the Danish Finance Minister, also asked to 
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be allowed to deal directly with Paris. Kielland-Torkildsen, however, was 
the more aggressive. Wallenberg did not reply to him until he had con- 
sulted Gliickstadt to whom he said that he had the authority to exclude 
both the Centralbank and the Privatbank from the consortium, “though 
it would be wiser to try and hold together for some time yet at least.” 
He was inclined to come to “an understanding, which unlike the Union 
should be definitive and clearly. prescribed.” Wallenberg’s reply also 
reminded Kielland-Torkildsen that SEB had helped to found the Cen- 
tralbank and had invited it to become a member of the consortium 
created by SEB. The Centralbank had not only demanded ever larger 
shares, but now wanted part of the authority, “given to me personally, 
as representative of the consortium in the Northern countries.” Kielland- 
Torkildsen had demanded for the Centralbank that “as a Norwegian 
bank it should not be excluded from negotiations carried on in Norway 
about Norwegian loans; a representative of the Centralbank should be 
present at all such negotiations with the Norwegian authorities, just as 
hitherto Mr. Gliickstadt has been present.” K. A. Wallenberg deplored 
this tendency to make out of this question “a Norwegian nationalist 
issue.” He was prepared to meet Kielland-Torkildsen’s wishes as far as 
possible, however, and he made this plain also in letters to Torkildsen’s 
co-director, J. Andersen-Aars. He agreed, in all future negotiations for 
Norwegian loans which he undertook on behalf of the consortium, to 
consult the head of the Centralbank, and to take into full consideration 
the special position it occupied in Norway. 

In this disagreement there was a clear contrast between Kielland- 
Torkildsens emotional nationalism and the quiet business-like approach 
of K. A. Wallenberg. But the latter did not yield an inch in a matter he 
regarded as vital, the preservation of the position he had won for him- 
self by his skill in negotiating as the Scandinavian leader of the con- 
sortium. The political situation was developing rapidly and in Norway 
the demands of business soon had to give way to national feeling. 

Michelsen’s methods of dealing with the 1904 loan caused something 
of a sensation. The formal proposal was merely for a 30,000,000 kronor 
loan for railway construction and did not include an extra 10,000,000 
kronor about which the consortium had already been informed. The 
decision to add the extra sum was not made public until the Storting 
passed the motion on 3 December. According to Farmand, the pro- 
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posal was put forward by the Minister of Finance on behalf of the 
government and the sum raised was to be placed in foreign government 
securities. Since the extra borrowing was not considered by the King in 
council, the King (of Sweden as well as Norway) did not have to be 
informed though the consortium was. In fact the possibility of investing 
the money in foreign government securities was never discussed. Such 
funds as were not immediately required were invested, as before, by the 
Scandinavian and German banks under the guidance of SEB and the 
Landmandsbank. It was not until February 1905 that the Storting began 
to consider more active measures against Sweden and that Michelsen 
took steps before the agreed date to obtain the money invested by SEB. 
The request was dealt with at SEB by Kinnander, the cash manager, who 
agreed to release the money on payment of compensation of */2 %. 
Michelsen thought this excessive and arranged a cheaper method. 

The situation was viewed by SEB purely from the business point of 
view. On the Union dispute in general, neither Knut nor Marcus was 
inclined to favour a policy of an eye for an eye. Marcus favoured a 
peaceful dissolution of the Union on the death of King Oscar II. He was 
willing to sign a petition deploring the failure of the discussion on the 
question of consulates, maintaining that a union was valueless if it did 
not satisfy both parties. Knut clearly shared his opinions, but was un- 
willing to proclaim them publicly at a time when “everything is distorted 
and misinterpreted.” He was then in Rome where he had just paid a 
visit to BjOrnstjerne Bjornson. The opinion of the latter, that the sooner 
divorce put an end to all the bickering in the Union the better, was re- 
ferred to by Knut with evident approval. 

A peaceful solution to the Union troubles was all the more desired by 
SEB because its leaders were just then trying to interest the Banque 
de Paris in the establishment of a nitrogen plant in Norway (p. 427). At 
the same time as Marcus Wallenberg was dealing with this question in 
Paris, Kielland-Torkildsen was secretly arranging a government loan for 
military purposes. On 11 March 1905 Michelsen had become the head 
of a new Norwegian government. He deliberately conducted negotiations 
on the consulate question in such a way that a break of the Union be- 
came inevitable. On 8 April Kielland-Torkildsen was authorised to take 
charge of the loan negotiations. It was made a precondition that the loan 
was to be concluded direct, with no other bank as intermediary. 
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On 18 April, the day on which the loan was to be approved in council 
and could therefore no longer be kept secret, Thors informed SEB 
that the Crédit Lyonnais and the Banque de Paris had taken over the 
loan and apologised for their behaviour. In view of Kielland-Torkild- 
sen’s authorisation there had been nothing else they could do; if they 
had not done so, then other banks would have taken the loan. Moret was 
very disturbed that he had not been able to inform Marcus earlier despite 
the fact that he was negotiating with him at the time on the nitrogen 
question. SEB would receive its usual 13 %, and its commission on the 
loan that had been concluded. The Centralbank, the Landmandsbank 
and the Privatbank would each receive 7 % ; the Germans did not come 
in. Everything possible was in fact done to assure K. A. Wallenberg of 
the French banks’ unshaken confidence in him. Only political conditions 
had enabled Kielland-Torkildsen to push him aside. To be spared the 
responsibility of arranging a loan for Norway.at such a time was some- 
thing for which Wallenberg had every reason to be grateful and he did 
not conceal the fact. 

These dramatic loan transactions under the shadow of the dissolution 
of the Union marked the end of a period of great activity by SEB in 
promoting the issue of Norwegian bonds. One reason was the fact that 
the Norwegian state was now, and for some time to come would be, well 
provided with resources. No new government loan was raised until 1911 
but the Hypotekbank still had to borrow and in the negotiations for 
these loans consideration had to be given to Kielland-Torkildsen’s ambi- 
tions. The preliminary discussions and offers were handled in 1906 as 
usual by Wallenberg and Gliickstadt. The final negotiations before the 
conclusion of the loan in March 1907 were handled by Torkildsen alone, 
however, as representing the consortium in Kristiania. The Central- 
bank’s share was only 7+/2 %, while SEB received 14 % and the usual 
commission. In addition the consortium’s copy of the contract was held 
by SEB. 

SEB’s position of leadership in fact remained unchanged. All that had 
happened was that a Norwegian bank had been allowed to represent the 
consortium vis-a-vis the public. The decisive moment had occurred 
before the final negotiations in Kristiania, and was due above all to 
the fact that, after years of bitter rivalry, K. A. Wallenberg and Louis 
Freenckel had at last buried the hatchet (p. 335). 
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The story of Louis Frenckel’s activities as a financier goes back to the 
1870s when he began to arrange loans, and particularly loans issued 
by mortgage institutions. He founded his business on his good con- 
nexions, primarily with the German capital market. Towards the end 
of the 1880s K. A. Wallenberg, supported by Gliickstadt who was also 
reliant above all on the German market, began to challenge him for 
the position of leading intermediary in the negotiation of mortgage 
institution loans, but in this field Frenckel was able to hold his own. 
As regards government loans, however, K. A. Wallenberg began to get 
the upper hand in 1891 when he gained access to the French capital 
market. Frenckel was not at all a serious rival until 1900 when, helped 
by the fact that the National Debt Commissioners were anxious to enter 
another market as well as the French and by other special circumstances, 
he had won a notable victory. In the following year he became associated 
with the Comptoir d’Escompte and thus secured entry into the French 
capital market. With their aid, and assisted by the Banque de I’Union 
Parisienne and the Société Générale, he won the Swedish government 
loan of 1904. By the summer of 1904 competition for non-Swedish loans 
also had become very keen. 

K. A. Wallenberg believed that his early setbacks were due to the re- 
luctance of the Crédit Lyonnais to compete effectively and was very 
slow to seek to remedy the situation through some understanding with 
Frenckel. On the contrary, his success in securing the Norges Hypotek- 
bank loan obviously induced him to try to detach Frenckel’s oldest 
client, Sveriges Allmanna Hypoteksbank, from its allegiance to him. 
Wallenberg had at that time the advantage that he was connected by 
personal ties with the Hypoteksbank, as the son of its chairman, Fr. von 
Essen, was married to his sister. In addition he had secured the appoint- 
ment of one of SEB’s directors, Th. Frolander, as managing director of 
the Hypoteksbank (p. 91). 

Sveriges Allmanna Hypoteksbank had not placed any loan in Paris 
since 1878, but its bonds had found their way to the French market by 
roundabout routes, a process in which Freenckel with his excellent Ger- 
man connexions, had probably helped a good deal. By 1913 99.5 % 
of the foreign debts of Swedish mortgage institutions were placed in 
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France. The methods of K. A. Wallenberg and the Crédit Lyonnais 
were, however, quite different. They preferred an official introduction 
to the French market, similar to the introduction in 1899 of the bonds 
of Norges Hypotekbank (p. 253). Their success in this matter encour- 
aged K. A. Wallenberg and Gliickstadt to begin to work for the 
establishment of a similar bank in Denmark, i.e. one which had some 
hope of getting its bonds taxed in France as government bonds. It is 
known that the Bill before the Danish parliament in the autumn of 
1905 to sanction the founding of the proposed institution, Kongeriget 
Danmarks Hypotekbank, followed upon negotiations with the French 
tax authorities.” 

The first important steps in this matter seem to have been taken on 
23 July 1904 when Gliickstadt sent K. A. Wallenberg a memorandum 
about the proposed bank. The plan continued to be discussed for a year, 
but Wallenberg was, quite naturally, more interested in the Swedish 
Hypoteksbank. He had begun to discuss this with Moret before the 
arrival of Gliickstadt’s memorandum. The debts of the Swedish Hypo- 
teksbank would have been transferred to France by means of a large 
conversion loan. The Crédit Lyonnais was given the facts necessary to 
enable it to press upon the French tax authorities the claims of the Hypo- 
teksbank to be treated as a government institution. K. A. Wallenberg 
did not want the plans to leak out to Frenckel, and only von Essen and 
Frolander at the Hypoteksbank were involved in the preliminary dis- 
cussions. In October the Hypoteksbank negotiators agreed to the single 
payment required by the French tax authorities to clear up certain diffi- 
culties outstanding from the 1878 loan. On the following day, however, 
Frenckel hinted to Frolander that he knew exactly what had been going 
on. Wallenberg believed that something must have leaked out in Paris, 
but the disclosure does not seem to have affected the conversion in any 
way. The matter ended when the French tax authorities refused to regard 
the Swedish bank as a government institution, though the proposed 
Danish bank was so regarded. 

Before this was known, Frenckel must have felt disturbed. At the end 
of October he went to Paris and managed to see the directors of the 
Crédit Lyonnais. He made proposals both for general co-operation and 


5 I. Sundbom, ‘Sveriges kapitalimport fran Frankrike 1870-1914 in Studier — — — till- 
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also for specific help in the matter of the Hypoteksbank conversion in 
which he asked for a considerable share. This overture, together with 
the approaches made by Kielland-Torkildsen (p. 325), caused Thors to 
insist that K. A. Wallenberg should visit Paris to discuss a possible 
merger of the two consortiums. He felt it was essential to prevent com- 
petition from becoming dangerously keen. Thors made it clear, however, 
that he could not agree to Frenckel’s providing any special advantages 
for the Comptoir d’Escompte. 

K. A. Wallenberg for his part was in no way inclined to make peace 
and took Frenckel’s move as a sign of weakness similar to the signs he 
had detected twice before when Frenckel had tried to join the consort- 
ium. In the past fifteen years the consortium had lost barely 10 % of 
possible business to rivals and then only through its own mistakes. In 
addition there was no point in allying with Frenckel if at the same 
time the Comptoir d’Escompte could not be neutralised; otherwise this 
bank would only reappear, perhaps represented by a more forceful and 
perhaps more agreeable person than Frenckel. He minimised the danger 
from Kielland-Torkildsen, saying that the Norwegian Finance Minister 
would never act behind their backs. 

After having attended the opening of the Swedish-Danish-Russian 
Telephone System in Moscow and Warsaw, K. A. Wallenberg went to 
Paris (p. 462) where he received fuller information about the manceuvres 
of Kielland-Torkildsen and Frenckel. He discussed the latter’s actions 
at a meeting with the leaders of the two French banks. He wrote that, 
with the help of a German Jew called Adolph Kahn, “Frenckel has 
been doggedly trying to merge his consortium with ours, and has even 
tried to gain his point by considerably reducing his bids for partici- 
pation, but—the C. L. have absolutely refused. (Thors was not quite so 
determined.) At 3 o’clock we met at old man Germain’s at the C. L., 
Mazerat, Bonzon, Thors, Moret and I, and decided it was better to make 
small profits, or even incur des affaires blanches rather than walk hand 
in hand with the others.” He seized the chance “between rounds” to 
prepare the ground for a bond issue on behalf of the Russian telephone 
company and concluded, “It was an excellent idea to come here! To 
cover the cost of my journey I am trying to get myself a share in a new 
Bulgarian loan.” 

K. A. Wallenberg’s resistance to Frenckel’s scheme to merge the two 
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consortiums met with more support from the Crédit Lyonnais than from 
the Banque de Paris which was more inclined to fall in with the plan. 
On 2 Februari 1905, however, died Henri Germain, the man who had 
been the leading spirit in the Crédit Lyonnais ever since its foundation. 
His successor, Mazerat, was no longer a young man and K. A. Wallen- 
berg did not expect any independent initiative from him. The value of 
the support of the Crédit Lyonnais now must have seemed to have 
diminished appreciably. In addition the Banque de Paris emerged from 
a reconstruction of the Société Générale as a considerable shareholder 
in that institution. When there was a need to place bonds with French 
investors, the Société Générale could rely on a much larger network 
of branch offices than the Crédit Lyonnais, though admittedly in smaller 
places.* In the recent past SEB had begun to co-operate frequently with 
the Banque de Paris in industrial matters. All these developments 
provided good reasons for reconsidering the question of co-operation 
with Frenckel. 

When Emil Gliickstadt, the son of Isak, attempted through M. M. 
Warburg in May 1905 to achieve co-operation with Frenckel’s con- 
sortium, K. A. Wallenberg was very obviously interested. Not long 
after, a bill supported by many members was proposed in the Riksdag 
to raise a loan of 100,000,000 kronor for arms against Norway, and it 
seemed to Wallenberg that this loan provided an excellent opportunity 
for combining the two consortiums. The size of the loan, he felt, would 
make it easier to gain the approval of the French banks. 

Nothing emerged on this occasion, however, most probably because 
Frenckel was well aware of his advantages where Swedish government 
loans were concerned, and also because he perhaps realised that Ger- 
main’s death had weakened Wallenberg’s position. On 29 June the Na- 
tional Debt Commissioners concluded an agreement with the Handels- 
bank for taking over Treasury bills to a value of 35,000,000 francs. 
The chairman of the Commissioners, Henrik Cavalli, was a director of 
Skanska Handelsbanken and therefore might be regarded as standing 
close to Frenckel, and at an interview with him K. A. Wallenberg was 
unable to obtain any useful information or promise. K. A. Wallenberg 
did his best to persuade his French associates to make cheap credit 
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available. Even if the profits were small, he argued, this credit was not 
likely to be used and the door would be opened to the next bond loan. He 
was also defeated by Frenckel, the difference being an item of 3/4 % 
commission. The Commissioners agreed moreover to negotiate with 
Frenckel before the next bond issue was thrown open to competition. 
The government loan which was concluded in May 1906 was in fact 
arranged directly with Frenckel in accordance with this agreement. 

Another factor impeding the placing of loans by SEB through the 
Crédit Lyonnais was the substantial participation by that bank in a Rus- 
sian government loan of 2,250,000,000 francs. SEB received a share 
of the profits, it is true, but K. A. Wallenberg did not like this loan. 
“Unfortunately,” he wrote, “it will not be large enough to stop all the 
gaps, but a year or eighteen months’ peace we can presumably hope 
for.” After such a large bond issue, however, he could make use of the 
good opportunities for short-term borrowing and, partly through his 
membership of a loan delegation to Madrid, succeeded in arranging 
temporary credits for the Swedish Hypoteksbank, Finlands Hypoteks- 
forening and for the city of Stockholm. Frenckel had hitherto been 
entrusted with almost all such business for this last client and K. A. 
Wallenberg expressed particular satisfaction with this triumph. In July 
he achieved another success over his great rival in the matter of a bond 
issue for the city of Gothenburg. After vain efforts to secure the co- 
operation of the French, K. A. Wallenberg had entirely reorganised his 
consortium, basing it on banks in Scandinavia, Germany, Holland, Bel- 
gium and Switzerland, rather as Frenckel had done for loans to be 
placed outside France. Emil Gliickstadt helped him in making the new 
arrangements. K. A. Wallenberg had not expected to win this loan and 
it brought him much complicated work in that the bonds had to be 
introduced to the Berlin Stock Exchange. SEB was left holding bonds to 
a value of 1,000,000 kronor which were only slowly disposed of, and 
then at a loss. 

From an early date it looked as if this victory over Frenckel in his 
own special field, the placing of municipal loans in Germany, would 
bring more prestige than business profit. A very small profit was derived 
from the first bond issue made, also in 1906, by the newly constituted 
Danmarks Hypotekbank. Though the Crédit Lyonnais had been con- 
cerned with the preliminary work for setting up this institution, it now 
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showed hardly any interest in the loan. K. A. Wallenberg wrote to Thors 
reminding him that they had sustained a series of defeats, not only 
because of the strength of their rivals but because of their own lack of 
initiative. Scandinavian affairs might seem insignificant but could lead 
to other business. Moret was also approached and by 5 October the 
whole thing was settled. “It was with very great satisfaction,” wrote K. 
A. Wallenberg, “that I sent off the telegram last night announcing that 
our French friends had at last agreed to take a bite and offer a price 
which made the whole deal possible. When you have been engaged for 
years on a project which has been examined by so many authorities it is 
a tremendous relief when everything is finally settled.” The profits of 
the consortium amounted only to 0.79 %, but the investable funds thus 
gained proved useful, particularly with the sharply rising interest rates 
that marked the end of 1906. 

The slight successes of 1906 stand out in sharp contrast with those 
of the previous boom year, 1899. That year brought SEB a whole series 
of profitable bond transactions, and with them much money for invest- 
ment. After the big issue of unlimited liability stock during that spring 
the bank was no longer dependent to the same extent on bond loans for 
its working capital. However, K. A. Wallenberg clearly did not expect 
much improvement in this field of activity. In any case he undertook no 
bond business for about six months after the celebrations which marked 
SEB’s jubilee on 15 October 1906. He was travelling with Isak Gliick- 
stadt and other prominent persons aboard the steamer “Birma’ to the 
Far East, a journey demonstrating the co-operation with Det @stasia- 
tiske Kompagni and its director H. N. Andersen. 

On his return to Stockholm in March 1907 K. A. Wallenberg found 
the situation in one respect completely changed. While in Paris on the 
last stages of his journey, he arranged a loan for the city of Copenhagen; 
the advantage of this he said to be the investable funds SEB would 
derive. On the other hand the price the Crédit Lyonnais authorised him 
to offer Norges Hypotekbank for its impending loan was not high 
enough to enable an agreement to be reached privately and tenders were 
called for. This was a matter for anxiety in view of Frenckel’s action 
in 1904, but all went well. On 9 March K. A. Wallenberg was able to 
report that Frenckel “who is now at loggerheads with the Comptoir 
d’Escompte and the Société Générale, is proposing co-operation and 
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does not therefore intend to submit a bid”. He could now be practically 
certain of winning the contract at the price originally suggested, and 
this proved to be so. The Centralbank, however, demanded increased 
participation for itself and certain other banks. In these circumstances 
K. A. Wallenberg decided that it was better to create a new consortium, 
and he was ready to agree with Frenckel’s proposal “to work together 
with a programme of rejecting all participants who cannot bring in any 
business.” 

For some years to come friendly co-operation took the place of the 
bitter rivalry that had long raged between SEB and the Handelsbank, 
and not only in the matter of bond loans. There were good reasons for 
the change. In recent years profits had been increasingly small and 
uncertain. More claimants were in the field for a share in them. Another 
factor in the rapprochement seems to have been the change that had 
come over the Paris associates of both banks, associates whose goodwill 
was essential to the success of the bond transactions for which they were 
competing. There were now more profitable and politically more im- 
portant spheres in which to place French capital (p. 268). 

The story of bond business during the period 1900-1906 is one of 
fluctuating fortunes, of big profits interspersed with business lost and 
business concluded with only marginal profit. But these transactions 
continued to provide considerable loanable funds. This was true above 
all of Norwegian business which provided funds at a lower rate of in- 
terest than had to be paid on deposits from the general public. The 
possibility of making useful earnings on these, however, was less than 
it had been in the 1890s (p. 69). The whole condition of the Scan- 
dinavian bond market during these years was in fact one of stagnation. 
It was no longer a question of cultivating a new and fruitful field of 
activity, but of maintaining a position in deteriorating circumstances 
and against increased competition. Further, during this period business 
of this kind was becoming less important to the bank as its own resources 
were increased through the issue of shares and the ploughing back of 
profits. Bond business was no longer so necessary and for this reason its 
direct connexion with industrial financing was not so apparent as in the 
preceding decade. 
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CRISIS IN NORRBOTTEN INVESTMENT 


1. Deals in timber properties 


When the exploitation of Upper Norrland began, SEB assisted in the 
development not only of the iron ore industry but also of the other great 
natural resource of the area, the forest. In the 1890s this assistance was 
mostly provided through Norrbottens Enskilda Bank, founded in 1893. 
In a part of the country where great expansion was taking place there 
were naturally far more opportunities to lend money than there were to 
obtain deposits and, as time went on, the Norrbotten bank became more 
and more dependent on loans from other banks, notably from SEB. 
Hugo Zethrin, who had been in charge of SEB’s branch office at Lin- 
k6ping until it was closed, was appointed director of the new bank on 
K. A. Wallenberg’s recommendation. SEB acted as the bank’s agent 
in Stockholm and was able to use its foreign connexions to secure 
credits from abroad; in seeking such credits SEB argued that the 
bank’s constitution, as a concern without limited liability, afforded 
the best security. Some difficulty was caused by the fact that the extreme- 
ly long winters of the far North made exportation impossible for many 
months; a bank financing business there had particular need of credit, 
and in particular of seasonal credits. This appears from the books of 
SEB where the Norrbotten bank maintained both a credit and stand- 
ing loans, usually in connexion with bond transactions. The total sum 
borrowed from SEB rose steadily, reaching 2,832,000 kronor by the 
end of 1899. In 1898 when the Norrbotten bank took part in the 
unsuccessful placing of iron ore bonds (p. 243), and also lent money 
directly to the iron ore companies and to Norrbotten sawmills, these 
activities were partly financed with SEB money. SEB’s interests in 
Norrbotten were thus increased over and above its direct commitments. 

It was not until 1899 that SEB became directly engaged to any con- 
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siderable extent in the Norrbotten timber trade. The man who introduced 
them to it was William Olsson, one of the leading personalities in the 
economic life of the day. Born in London in 1862, he went to school in 
Sweden and then returned to London to work for his father’s firm of 
timber merchants. He founded a timber firm of his own in Varmland in 
1896 and moved to Stockholm in 1899: his great interest was in real 
estate and industrial promotion. Torsten Gardlund, in his industrial 
history, depicts Olsson as a man with a great talent for conceiving bril- 
liant plans and for explaining them with inspiration and clarity, as well 
as having a particular aptitude for creating business combinations. His 
practice was to buy a significant number of shares in a firm in which he 
was interested and then to assess its possibilities. If he acquired a business 
whose value had been under-rated Olsson produced figures to show its 
real potential value and would usually be able to re-sell at a profit. But 
he was also actively interested in the application and development of 
new inventions. He took credit for having improved the export of timber 
from Norrbotten, for having fostered the iron industry in Lulea and 
the manufacture of modern armaments in Finspong, and for having 
developed the waterfalls of Yngeredsfors, Gullspang and Munkfors. 
That all this could have been done by a single individual has been held 
to show how little industrial business was undertaken by the banks in 
the decades before 1914.* The banks are thus considered to have played 
little part in the redistribution of forest property that made possible the 
formation of large concerns appropriate to the new structure of produc- 
tion. The iron and steel industry came to be no longer so completely 
dependent on the charcoal forests while timber and pulp firms showed 
an increased interest in securing forest property. 

The fact that Swedish law forbade banques d’affaires did not prevent 
SEB from acting as one in several ways (p. 287). It is a priori improbable 
that William Olsson could have achieved all he did without the help of 
Swedish banks, as is confirmed by various references in his own papers 
and in the archives of SEB. His policy seems to have been to seek credits 
from local banks wherever he was doing business. Added to his domestic 
activities came his English business, principally with firms importing 
Swedish timber. It was natural for English buyers to have a financial 


1 T, Gardlund, Industrialismens samhiille, pp. 74 f., 119 ff., 203 ff. 
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interest in the businesses of their suppliers, more or less along the lines 
of the older system of financing the timber trade. 

William Olsson’s property transactions in Norrbotten seem to have 
begun in December 1898. He then bought from J. A. Bergman for 
1,247,000 kronor 1,025 shares (out of a total of 2,000) in AB Berg- 
man, Hummel & Co., a sawmilling concern in the Nederkalix district. 
The firm had earlier provided financial assistance to enable C. O. Berg- 
man to exploit Gillivare (p. 143), and G. E. Broms had started his 
career in its service. In Februari 1899 Olsson paid 1,216,000 kronor 
for 608 out of 800 shares in AB Bodtraskfors, a sawmilling concern on 
the river Lule. In the summer of the same year we find him directing 
the formation of a new company, Seskar Traévaru AB, with a capital 
of 300,000 kronor, by combining two sawmills, mainly using Finnish 
timber, on the island of Seskar off Haparanda. This appears to have 
been his last big transaction in Norrbotten. » 

Much of the money for these transactions was raised in England. On 
2 January 1899 Olsson formed the Kalix Syndicate Ltd. in order to buy 
those shares in Bergman, Hummel & Co. which had already been ac- 
quired by Olsson, and as many more as were necessary to ensure control 
over sales of the company’s property. The share capital was fixed 
at £100,000; £87,000 of this was preference stock, subscribed by 
thirty-five persons, mostly timber importers, in London, Hull and Scot- 
land, but eleven of whom, subscribing about £ 12,000, were resident in 
Sweden. The holder of the largest number of preference shares was 
Harry Green of London, (£ 14,000), followed by Foy, Morgan & Co. 
(£ 6,000). William Olsson together with Martin Olsson & Sons held 
all the ordinary shares, presumably in return for the transfer to the 
syndicate of 1,025 shares in the Swedish company. At an early date the 
syndicate acquired from the London firm of Berner & Nielsen its holding 
of 138 shares in Bergman, Hummel & Co., in part return for a block of 
syndicate shares. This firm also disposed of their shares in Bodtraskfors. 
The latter were bought by William Olsson himself; but the Kalix syndi- 
cate was not involved in his Bodtraskfors share transactions. 

About the financing of the Bodtraskfors business, all that is clear is 
that individual members of the Kalix syndicate took 300 shares, i.e. a 
minority holding not much larger than that of the 275 in the hands of 
the Dutch-born saw-mill owner A. N. Versteegh. William Olsson 


338 


DEALS IN TIMBER PROPERTIES 


had certainly hoped to interest the Kalix syndicate. He tried in vain 
to reconstitute it as a larger and more permanent body which could 
carry on business in Sweden in forest property and timber. A prospectus 
was published claiming that the forest property would continue to in- 
crease in value because the supply of timber in Northern Europe would 
not keep pace with the increased demand from Europe and Africa. The 
English shareholders, however, were clearly only interested in short-term 
speculation and Olsson needed help from the Swedish banks for some- 
thing more than working capital. He persuaded Hugo Zethrin to join 
the board of Bergman, Hummel & Co. and invited him to buy shares in 
the company. Zethrin consulted K. A. Wallenberg on whether he should 
embark on this share transaction and whether SEB would accept these 
shares as a security for a loan. Olsson had big plans for the consolida- 
tion of the company and was going to consult SEB about them. K. A. 
Wallenberg agreed to the loan and said that, without being able to form 
his own opinion about this particular matter, he had every reason to 
believe that it was a good scheme, “as William Olsson is a prudent chap 
and very much at home with this sort of thing.” 

SEB was in fact favourably disposed both towards William Ols- 
son himself and to his projects. In the summer of 1899 SEB and the 
Norrbotten bank were invited to co-operate in a plan to buy out first 
Versteegh (who that year acquired the property of Graningeverken 
which was to become his main interest) and then the English owners 
from the Bodtraskfors consortium. When Zethrin examined the details 
of Olsson’s plan for the sale of the greater part of the forest he found 
that the shares would be worth 4,500 kronor—Olsson had paid 2,000 
for them—and that the business ought to be a profitable one. However, 
in view of “the existing banking law and the bank’s articles of associa- 
tion,” he did not see how SEB could participate. His colleagues on the 
board were “cautious men, not traders.” 

In August SEB apparently helped to finance the sale of Bodtraskfors 
property and by October these sales amounted to 1,500,000 kronor. 
By now SEB was itself ready to engage in this share transaction. 
William Olsson informed his English associates that there was no need 
to form a special syndicate as K. A. Wallenberg was prepared to buy 
200 shares at 3,750 kronor each, provided that the English holders 
would be prepared to sell their remaining 100 shares at the same price. 
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Meanwhile the sales of forest property went on and by the end of the 
year had realised 2,894,500 kronor. Only part of this sum appears to 
have been paid in cash, however, as the company’s loan claims rose to 
1,568,000 kronor. Moreover 125,000 kronor out of the fund received 
was used for the repurchase of 300 of the company’s own shares. That 
the company’s funds were not in themselves adequate for such trans- 
actions appears from new bank debts of 405,000 kronor, of which 
81,000 kronor was due to SEB. 

There is an obvious connexion between the purchase of shares in 
Bodtriskfors by the Wallenbergs and the acceptance by SEB of that 
company as a client. Closer investigation also shows that the bank 
financed the transfer of shares. On 15 December 1899 a director of 
SEB, Axel Burén, is recorded as having received from the bank a loan 
of 850,000 kronor against the security of 200 Bodtraskfors shares. This 
loan stood unchanged until 1907 and, though there is no evidence that 
this or any other of Burén’s loans was connected with the transactions 
of the Wallenberg brothers, there can be no doubt that this loan, stand- 
ing in his name, was for the financing of the Bodtraskfors deal. Liquid 
funds seem to have been obtained by the sale of bonds abroad. In 
January 1900 William Olsson asked for similar help to buy out the 
English shareholders of AB Bergman, Hummel & Co. This company had 
by now also become a client of SEB, partly perhaps through Zethrin’s 
influence and partly because the Norrbotten bank found itself short of 
funds in the prevailing stringency of the money market. Evidently the 
credit of 800,000 kronor granted to the company on 1 December 1899 
and the credit of 200,000 kronor to Bodtraskfors were intended to carry 
them over the lean season of the winter freeze. SEB had begun to 
take a direct interest, and not merely through the Norrbotten bank, in 
financing sawmills in Norrbotten. William Olsson tried to enlist its help 
in buying out the Kalix syndicate but nothing came of these plans, and 
Bergman, Hummel & Co. continued to be owned mainly by the syndi- 
cate, while Bodtraskfors remained in the hands of a Swedish group 
in which the Wallenberg brothers held a 40 % interest. The latter 
company continued to sell off its property and the transaction looked 
like being a quick and profitable one. The bank had also acquired two 
new clients who would certainly not merely be borrowers but in addi- 
tion would provide the shipping bills that were so useful in foreign 
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exchange business (p. 83). Everything pointed to a long run of similar 
property transactions under the guidance of William Olsson. 

During the next few years Olsson was principally occupied in the 
west and middle of Sweden. In the summer of 1899 he had been con- 
cerned as executor in the sale of Stémne Bruk in Varmland. On K. A. 
Wallenberg’s advice the forests involved were sold to the Billerud sul- 
phite firm. A credit of 100,000 kronor at SEB was arranged for Stomne 
Bruk, but it is not clear from the records whether or how the Wallenberg 
brothers were personally concerned in this matter. The records are 
clearer, however, concerning the sale of Hillringsbergs AB in Varmland 
to Vargons AB. In January 1900 Olsson together with the manager of 
the firm, Caesar Bang, bought from the Norwegian holders all the 420 
shares in the company for 1,890,000 kronor. The Wallenbergs took 
over 148 of Olsson’s shares and arranged that he and his co-owners 
could deposit their shares as a security for loans from SEB. The loans 
took the form of discounting on the day of payment of bills to a total 
value of 612,000 kronor, with Hillringsberg as the acceptor. The sum 
was credited in the ‘Miscellany’ account which was debited at the same 
time with the payment in Kristiania of 945,000 kronor. The difference, 
the Wallenberg brothers’ share, was left unaccounted for until the affair 
was completed. No trouble was taken in this instance to observe the 
formalities of depositing shares for loans and the transaction simply 
disappeared among the numerous items of the ‘Miscellany’ account. 

The Wallenberg brothers hesitated about the acquisition of half the 
share capital of MélInbacka-Trysil in Varmland. As the Hillringsberg 
transaction now seemed satisfactorily concluded, however, Olsson was 
able to declare his intention of buying the Mélnbacka-Trysil shares in 
any circumstances. The purchase price was to be 2,200,000 kronor of 
which 600,000 was to be paid in bills and the remainder left with the 
representative of the purchaser, a broker called John Hakansson. The 
Wallenbergs accepted the invitation to co-operate and paid their share 
by leaving with Olsson their gains from the Hillringsberg transaction. 
In this way they ultimately came to have a 35 % shareholding in AB 
Molnbacka-Trust founded to hold the Olsson shares. In January 
1901 SEB granted to this trust a loan of 350,000 kronor which was 
repaid in October and November of the same year. At the very beginning 
of this transaction the bank’s services were also used on an occasion 
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when H&akansson discounted bills on William Olsson & Co. to the value 
of 400,000 kronor, these bills forming part of the payment for the 
shares. This caused Marcus Wallenberg to ask Olsson to give the bank 
some information about his position, presumably because he felt that 
considerable caution was called for. At the same time it is clear that, 
after a number of successes, William Olsson had secured for himself a 
greater freedom of manceuvre. 

SEB’s business with William Olsson resulted in large commitments 
in the course of 1900. By the end of that year they were owed 781,000 
kronor by William Olsson & Co., 315,000 by Bodtraskfors and 502,000 
by Bergman, Hummel & Co., a total of 1,598,000 kronor. Six months 
earlier the debt had been 2,969,000 kronor and six months later it was 
to be 2,477,000 kronor. The wide span of these figures resulted partly 
from the seasonal variations in timber export figures, and partly from 
the short-term nature of the property transactions. 

The year 1901 brought a change in the general conditions affecting 
timber properties. The steady expansion of the timber trade ceased and 
prices even began to fall.? This was particularly awkward for Bergman, 
Hummel & Co. who for some reason had hesitated to dispose of their 
forests; in addition their sawmill at Karlsborg had been destroyed by 
fire in 1899. Reconstruction costs were high and though some property 
was sold in 1900 only a small part of the price was paid in cash. The 
company’s manager, Gustav Groth, declared that above all interest pay- 
ments must be curtailed. The firm had no less than 3,300,000 kronor 
outstanding in short-term debts. This sum might have been converted 
into a new issue in England of shares to the value of 1,000,000 kronor 
and an equal quantity of bonds. When William Olsson put this proposal 
to the board of the Kalix syndicate it did not meet with a very warm 
reception. Groth’s plan was not implemented, however, and the issue of 
share capital that was agreed upon in July appears to have been inten- 
ded for subscription in Sweden. 

The Kalix syndicate were reluctant to approve an increase in capital 
because they had never intended their investment to be a long-term one. 
Confronted with this attitude William Olsson revived his idea of 1899 
of a Northern finance company with some English partners. His sug- 


* Annagreta Hallberg, ‘Swedish Timber Exports 1900-22’ pp. 193, 204, in E. F. Sé- 
derlund (ed.) Swedish Timber Exports 1850-1950. 
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gestion brought a counter-proposal from J. Hamilton Benn, of the firm 
of Price and Pierce in London, which is worth examining for the light 
it throws on the view of the problem taken in London. The idea was 
to found a Commercial and Financial Bank of Northern Europe to 
carry Out ordinary credit business, but with its main function in time of 
crisis. It was common knowledge that such crises occurred from time to 
time and that since the Northern countries had only small reserves 
of capital these crises had particularly far-reaching consequences. The 
ordinary resources of the banks were bound to be exhausted and forced 
sales would have to follow, with greatly reduced prices as a consequence 
and further falls in the value of forest property; shares on which the 
banks had lent much money would be offered for sale and find no 
buyers. The crisis would be intensified by the fact that the few businesses 
in existence were all so closely linked together, the iron ore mines with 
the ironworks, forest management with the sawmills, shipyards with 
merchant shipping. Prices for iron ore and timber usually moved along 
similar lines and the ships of the Swedish merchant fleet carried more 
timber than anything else. The purpose of the proposed company would 
be to buy property cheaply in times of crisis and dispose of it afterwards. 
The right man to run the company was William Olsson. 

Opinion in SEB was not unanimous on this last point. Already in 
April 1901 Olsson had, as K. A. Wallenberg wrote, “been holding 
forth about his Northern Issuing Company.” Marcus formulated his 
doubts in more precise terms when he said that the proposed company 
could only survive if Olsson had alongside him someone who “could cut 
down costs and consider carefully the questions of risk and liquidity.” 

Throughout 1901 SEB showed an obvious lack of enthusiasm when 
invited to do business with William Olsson. Presumably they had 
no faith in, or actively disapproved of, his main project, the sale of 
Finspong to a consortium of English munition firms. In June of that 
year he was “most eagerly” urging the Wallenberg brothers to take over 
half his share, while at the same time requesting a loan from SEB. 
The securities he offered as collateral show the range of William Ols- 
son’s interests, representing the iron, timber and electrical industries in 
both central and northern Sweden. Without committing themselves to 
the Finspong business the Wallenbergs helped him by underwriting a 
loan of 270,000 kronor for him from Kristinehamns Enskilda Bank. 
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In the end SEB actually provided the money, since Olsson received his 
loan from Kristinehamns Enskilda Bank in the form of deposit certifi- 
cates, on the security of which SEB lent him the money. 

One possible reason why they may have wanted to be on good terms 
with Olsson at this time is that they wished to use his good offices 
in connexion with the possible purchase of Marma Sagverks AB in 
Hilsingland, a transaction in which Storviks Sulfit AB was interested. 
Olsson began to work on this project but the negotiations seem to have 
broken down and the Wallenbergs withdrew. Olsson then turned to a 
number of London firms with the result that the Scandinavian Invest- 
ment Co. Ltd. was founded in January 1902, thereby realising part of 
the much-discussed plans for a Northern banque daffaires. Never- 
theless it was still difficult for Olsson to enlist English resources for 
use in Norrbotten. The issue of shares by Bergman, Hummel & Co. 
failed and profits were not forthcoming from the only big sale of prop- 
erty which it undertook because the purchaser, AB Batsk4rsnas, itself 
ran into difficulties. In October 1901 William Olsson was to go to Lon- 
don do explain the new position to the reluctant Kalix syndicate. Before 
he went he told Marcus Wallenberg that it was only his business in Norr- 
botten that presented any problems, and that he had good hopes of 
solving these. “The natural anxiety which you and your brother are 
probably feeling about my affairs may be eased if you will realise that 
I do not allow a critical situation to force me into taking measures which 
may afford temporary improvement but which actually worsen my 
position. Broms is surely a dreadful warning of this.” 

William Olsson was here referring to the difficult situation to which 
G. E. Broms had brought the Norrbotten ore companies and which had 
caused an unusually violent press campaign against SEB. The banks 
concerned were possibly going to lose a great deal of money or else have 
to leave large funds inextricably tied up. Kristianstads Enskilda Bank 
had been obliged to sell a great number of bonds at an enormous loss 
and Norrbottens Enskilda Bank had large loans outstanding, against 
very poor security (p. 363); SEB had lent 3,593,000 kronor to this 
bank. In the previous year the Norrbotten bank had begun to use their 
credit even during the summer shipping season. If an investment crisis 
developed in Norrbotten, SEB would be very much concerned. 
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A series of agreements made in January 1900 had ensured sufficient 
funds to Luossavaara-Kiirunavaara AB (LKAB) to enable it to com- 
plete the constructional work needed to allow the transport of ore to 
begin on 1 January 1903 when the Ofoten line, built by the Swedish and 
the Norwegian railway authorities, was scheduled to open. The agree- 
ment provided that the Swedish government should nominate the chair- 
man of the board of directors, that Arvid Lindman should succeed G. E. 
Broms as managing director and that K. A. Wallenberg and Broms 
together should represent for six years the interest of the majority of 
shareholders. Earlier principles had been waived to allow those who 
were providing the money for the expansion of the mines to have a 
share in the profits and to exercise a considerable influence in the 
management of the concern. Broms continued to represent in person the 
main holding in this giant mining concern above all by virtue of his 
majority holding of shares in AB Géillivare Malmfalt. This latter 
company not only owned its own mines but also held the largest share- 
holding in LKAB. In order to limit Broms’s influence and to provide 
the necessary funds SEB had altogether committed to the LKAB trans- 
actions about 10,000,000 kronor, a substantial proportion of its re- 
sources (p. 265). 

This general sphere of activities also included a number of credits 
granted by the bank to A. Johnson & Co. In 1874, the year after its 
foundation, this concern had become a client of SEB. Most of the 
business done for it was the discounting of bills for the coal and iron 
trade in which the firm was engaged. Later it became interested in ship- 
ping and in 1890 it founded Rederi AB Nordstjernan, and from then 
on bigger loans came to be required. It was not long before this 
company was the largest in Sweden so far as the commissioning of big 
steamers was concerned. The first steamer to be laid down was the 
‘Axel Johnson’ of 2,100 tons dead weight, for which the company 
borrowed 130,000 kronor from SEB. In 1896 the ‘Oscar II’, a vessel 
of 5,500 tons intended to carry ore, was built. It was followed in 
1900-1901 by the ‘Oscar Fredrik’ of 6,700 tons, the “Drottning 
Sophia’ and the ‘Kronprins Gustaf’ both of 7,500 tons, all ore carriers. 
The rapid expansion of ship-building was connected with the rapid in- 
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crease in the export of ore expected to occur when the Ofoten line was 
opened. SEB’s advances rose from 424,000 kronor at the end of 1898 
to 1,807,000 in 1901, and much of this should be counted as part of 
its iron ore commitments. It was equally important for the bank that 
the export of ore should begin according to plan and that the oreships 
of the Johnson line should have ore to carry. 

It is important to note that SEB’s direct influence among the ore 
companies was limited to LKAB, i.e. to the Kiruna group of mines. 
Broms was still the undisputed master of the Gallivare company which, 
among other things, was responsible for the selling of the Kiruna ore. 
This was particularly significant since the preparation of sales agree- 
ments, as was customary in the iron and timber export trade in 
Sweden, offered opportunities for financial manceuvering. It must have 
been partly in order to exploit these opportunities that in 1900 Broms 
founded his family company, Lappmarkens Gruvintressenters AB. To 
this company was entrusted the task of selling all the ore for the next 
twelve years in return for an annual payment to Broms of 10 Ore per 
ton. But Broms needed money not only to pay the interest and amortisa- 
tion on the loans arranged in conjunction with Gallivare and LKAB 
but also to finance his big new mining claims in the Lappmark. It is 
known that apart from the Gallivare company another source of money 
for Broms was Kristianstads Enskilda Bank.? 

Broms’s methods of acquiring funds were extremely complicated and 
SEB’s records supply only an outline which is lacking in many details. 
The Liibeck firm of L. Possehl & Co. appears in this story as an 
important but shadowy factor. Since 1875 the head of this firm had 
been Emil Possehl. It had originally traded in coal and iron, but gradu- 
ally came to concentrate on high quality iron from Sweden. From 1888 
onwards its shipments from Sweden came to include iron ore for which 
Germany was the main market. In 1895 Possehl signed a contract to 
take 1,200,000 tons of Norrbotten ore yearly for five years at a fixed 
price and for some time to come the firm remained the dominant seller 
of this ore. Profits from the sale of the ore were invested in shipping 
companies, ironworks and other industries. The firm’s great interest in 
Sweden was shown by its acquisition in 1900 of the Idkerberget mines 


3 B. Boéthius on G. E. Broms in Svenskt Biografiskt Lexikon (SBL). 
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in Dalarna, in 1905 of the Carlsdal iron-works, in 1907 of Fagersta and 
in 1910 of Gusselhyttan.* Business with Possehl might bring credits but 
it also meant that the Swedes were not free to sell their ore as they 
chose to the principal consumers, the German ironworks. 

The negotiations of 1900 had not neglected the question of sales and 
Ernest Thiel had concluded an agreement with the Norddeutsche Bank 
for large deliveries of ore to the German blast furnaces (p. 263). In 
conjunction with this Broms seems to have obtained a loan from the 
Norddeutsche Bank for 2,200,000 kronor, which the Diskontobank 
guaranteed. This loan financed the majority group in the ore companies 
led by Broms. It served as a complement to the French credit secured 
for LKAB by SEB. Moreover the ore agreement with the Norddeutsche 
Bank provided an alternative selling channel to that dominated by 
Possehl. This arrangement also had a wider implication since the old 
system whereby financial agreements were made with the merchants 
arranging the sale of the wares was now replaced by one in which banks 
provided the money and guaranteed the purchaser’s ability to meet his 
obligations through a direct agreement between producer and consumer. 

Emil Possehl was no stranger to the leaders of SEB. Their mutual 
acquaintance dated from 1885, when Possehl had taken over a horse- 
shoe nail factory. He was interested at that time in the patent which 
Hofors Hastsko AB was developing (p. 33). In 1895 he gave assistance 
to AB Stora Bryggeriet. The Wallenberg brothers, however, were not 
particularly interested in closer co-operation and, when Possehl was 
anxious to become an agent for Hofors, Marcus Wallenberg said “Pos- 
sehl means nothing to us. He is causing considerable trouble with 
Gillivare.” 

The fact that Broms had concluded an agreement with Possehl can 
hardly have increased the confidence of the Wallenberg brothers in him. 
Their suspicions of Broms increased with every step that was taken to 
put into practice their own agreements for co-operation with him. It 
was soon discovered that LKAB had been loaded with de Laval securi- 
ties, namely shares in Separators Intressenters AB to a nominal value 
of 2,399,000 kronor and preference shares to a nominal value of 


4 R. Keibel, ‘Emil Possehl, Entwurf eines Lebensbildes’, Der Wagen 1941. Possehl’s 
activities and methods are described by Sdderlund in Fagerstabrukens historia. Il, E. F. 
Séderlund and P. E. Wretblad, Nittonhundratalet, pp. 212 f. 
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1,000,000 kronor in Trollhattans Elektriska Kraft AB. To this must be 
added the Gillivare claims of 400,000 kronor from 1895 and of 
1,579,000 kronor from 1899 (p. 259). When in June 1900 it appeared 
likely that Broms would use his majority rights to neutralise the influence 
of Lindman and the government nominee on the board, Prime Minis- 
ter Bostrém summoned Marcus Wallenberg to see him. Marcus agreed 
to have a word with Broms, but urged the Prime Minister, if he 
really “wanted to protect Swedes against foreigners of Possehl’s type, to 
see to it that the next Riksdag passed a law dealing with the use of 
mined ore as security for loans.” In another mining affair Svappavaara, 
in which Broms was interested, the Prime Minister seemed inclined to 
be helpful, and Marcus commented that one had to be “an oddity like 
Broms, not to pay attention to the reasonable wishes of the government.” 
SEB’s lack of trust in Broms was strengthened by the knowledge that if 
he sought help from Possehl the consequences for his Swedish creditors 
might well be dangerous. 

In September 1900 the agreement for co-operation between K. A. 
Wallenberg and Broms was dissolved. Broms and the Gallivare company 
now respectively handed over to SEB shares to the value of 500,000 and 
1,800,000 kronor of the new LKAB issue. If they wanted to regain them 
before 1908 they would have to pay sums of 500,000 kronor and 
3,800,000 kronor. Broms expressed to K. A. Wallenberg the hope that 
everything would “remain agreeable and friendly between us, as indeed 
it always has been, provided that we can settle our differences between 
ourselves, with nobody else at all intervening.” It is not quite clear to 
whom he was referring, but it was possibly Marcus Wallenberg, who 
on a previous occasion had pressed for stronger measures against Broms. 

The troubles were not over, however. Broms protested vigorously 
when the government appointed Governor F. Holmqvist to be chairman 
of the board of directors and, when the board of LKAB gave notice 
to terminate the contract with Gallivare which gave the latter the right 
to sell all the LKAB ore, Broms denied their right to do so. K. A. Wal- 
lenberg now began to worry how agreement would be reached on a new 
managing director when it was time for Lindman to go. To H. Lund- 
bohm, chief mining engineer at Kiruna, he wrote that the new director 
must be quite independent of Broms, adding “you yourself must on no 
account desert the ship or our troubles will get worse than ever.” 
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In January 1901 Marcus Wallenberg began to adopt sterner measures. 
This moment seems to have been chosen partly because a change was 
about to occur in the leadership of LKAB and partly because Kristian- 
stads Enskilda Bank, which had loaned 4,000,000—5,000,000 kronor to 
Broms and the Gallivare company, was ready to act. Marcus Wallenberg 
invited the Norrbotten bank, which had lent the company 1,300,000 
kronor, to take action with SEB. The credit ought to be called in to 
“compel Blroms] to administer his affairs more methodically. — — — If 
we can’t master him he won’t get any money from us, and then every- 
thing will be in the melting pot.” There was no intention, however, of 
injuring Broms personally. Ernest Thiel handled the negotiations with 
Broms, and Marcus Wallenberg dealt with the Kristianstad bank. A 
schedule drawn up on 29 January by Carl Jansson, the head of the 
Diskontobank, shows the extent of that bank’s commitment. Although 
it was not able to grant large loans, it could act as intermediary and in fact 
did secure very large sums for Broms. He was enabled, for instance, to 
replace by new loans the Separator securities he had acquired. It is 
quite clear that Broms had other large debts apart from his loans from 
SEB and the Kristianstad bank, and that his private affairs were involved 
in a most complicated way with those of the companies in which he was 
interested. His resources brought in very small returns although their 
future prospects were very promising; meanwhile he was in continual 
need of fresh loans to keep going. 

SEB, the Kristianstad bank and the Diskontobank offered a joint 
loan to him of 500,000 kronor in each of the years 1901-1903. On 
1 February 1901 agreements were signed according to which SEB was 
to have leadership in LKAB and the Kristianstad bank in the Gillivare 
company, both for six years. Any dispute between the banks was to be 
settled by the Bank Inspector. K. A. Wallenberg conceded that if the 
Gillivare company was able, not later than 1 August 1903, to exercise 
its right of repurchase of SEB’s 1,800 LKAB shares, he would lower the 
price from 3,800,000 to 3,000,000 kronor. By promising to grant further 
loans to Broms and by considerably reducing the re-purchase price of his 
shares SEB had gained control of the majority of shares in LKAB. The 
future seemed assured. It was now possible to appoint as successor to 
Lindman, Arthur Thiel, whose management of the Stockholm Exhibition 
in 1897 had aroused great confidence in his powers of administration. 
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By the end of the year SEB’s loans to the ore companies, quite apart from 
its bondholdings and the French credit, amounted to 5,286,000 kronor. 

By the summer of 1901 the Gallivare company had already met fresh 
trouble. The main reason this time was that the Kristianstad bank was 
itself in difficulties. Its head was dismissed in May and was replaced by 
Richard Lindgren, a man who, according to all the evidence in SEB’s 
records, was ruthlessly determined to extract his bank from some of its 
more important commitments among which was included the Gallivare 
company. 

When the Gillivare shareholders met at the end of June, the Kris- 
tianstad bank came into direct conflict with Broms. As a result an 
extraordinary general meeting was called for 22 July, but on the 19th the 
Kristianstad bank withdrew from the bank consortium and declared that 
it was free to call in its loans. Thus Broms once again became the 
majority shareholder. It had become known that the company owned 
shares in the newspapers Vdrt Land and Svenska Dagbladet, in Troll- 
hattans Elektriska Kraft AB and Separators Intressenters AB as well as 
Bergslag railway bonds, but Broms refused to give a detailed explana- 
tion, saying merely that the securities had been acquired “in connexion 
with” the bond loan of 1898 at the insistence of the banks. 

Thanks to his majority holding, Broms emerged victorious from the 
company meeting. In view of his heavy debts, however, this in itself was 
not enough to save him from a very precarious situation. He had to find 
money both to pay the interest and amortisation on his old loans and to 
repay the Swedish bank loans that had been called in. It will be seen later 
that he was at this time making desperate efforts to raise money abroad 
(p. 368). At home he was in difficulties not only with the Kristianstad 
bank but also with SEB who refused to accept his interpretation of the 
banks obligation to give him a loan. Since it was through such a loan 
that the Gallivare company was proposing to raise the money to pay its 
annual instalment on the bond loan, LKAB which had guaranteed 
payment was obliged to advance the money. This meant that SEB was 
now involved with the Gallivare company also, a commitment they had 
long been trying to avoid. Meanwhile it became a matter of great impor- 
tance to SEB that Broms’s acquisition of securities quite unconnected 
with mining had now become known to the general public. 
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As has been pointed out earlier (p. 277), K. A. Wallenberg was not as 
interested as his father in cultivating good relations with the press. Even 
when attacked by the press he never showed any particular anxiety to 
go into a counter-attack and on one occasion, during the trouble over 
the exhibition lottery in 1896 (p. 233), he seems to have been positively 
clumsy in his handling of reporters. The newspapers which had attacked 
him most violently at that time, Aftonbladet and Stockholms Dagblad, 
continued to criticise both SEB and K. A. Wallenberg. On the other 
hand, those papers which had then accepted K. A. Wallenberg’s argu- 
ments, Stockholms-Tidningen and Dagens Nyheter, did not for several 
years become SEB’s active supporters. 

The attitude of these last two papers was not entirely accidental. A. O. 
Wallenberg had been a close friend of Rudolf Wall who founded Da- 
gens Nyheter and often wrote in this paper. When Wall, late in his 
life, was anxious to sell his majority holding of shares in the paper 
K. A. Wallenberg was the main intermediary in tl.e sale that was finally 
effected in 1888. The purchaser was Fredrik Vult von Steijern and the 
transaction was financed by a credit of 700,000 kronor from SEB 
against a security of 650 D.N. shares. The credit remained practically 
untouched until the spring of 1895 when Steijern, together with Anders 
Jeurling, the founder of Stockholms-Tidningen, set up Skandinaviska 
Tryckeri AB which took over the majority holding in both papers. The 
means for this were found mainly through a bond loan organised by 
the Diskontof6rening in which SEB took a small allocation.® There 
could now no longer be any doubt that Steijern was financially independ- 
ent of SEB. The relationship with Jeurling was of great importance as 
he was the most successful Swedish newspaper man of his day, having 
founded Stockholms-Tidningen in 1889 and raised its circulation to 
100,000 in ten years.® He had no personal dealings with SEB until 1899 
when a credit to him of 100,000 kronor is recorded. In 1900 his paper 
began to discount finance bills at SEB and continued to do so every 
year until Jeurling’s death in 1906, almost always for the same sum of 


5 O. v. Zweigbergk, ‘Mina journalistiska provar’ in I. Ljungquist, Bakom spalterna. Ur 
Dagens Nyheters historia, 1, 24 ff. I. Ljungquist, Kampen om ldsarna. Ur Dagens 
Nyheters historia, Il, 29 ff. G. Hasselberg, Rudolf Wall, pp. 397 ff. 

6 EB. Ekman, Svenska tidningskungar, p. 158. 
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350,000 kronor. This habit may have been connected with the fact that 
in 1900 Jeurling bought from Steijern the majority of shares in Skan- 
dinaviska Tryckeri AB. At the same time the majority holding of Da- 
gens Nyheter was taken over by a consortium headed by Otto von 
Zweigbergk, the chief editor of the paper since 1897. The paper retained 
SEB as its bank but did not make much use of its services. In short, 
during the period leading up to the mining crisis in 1901 SEB’s relations 
with Stockholms-Tidningen became closer but those with Dagens Nyhe- 
ter weaker. 

The only other Stockholm newspaper with which SEB had any link 
was Svenska Dagbladet. In 1897 Ernest Thiel bought a majority holding 
of shares in this paper, and this involved a radical change in its editorial 
policy under the guidance of a new editor, Dr. Helmer Key. The owner- 
ship of the shares was soon transferred to G. E. Broms, however, who 
did not concern himself with editorial policy and found that Svenska 
Dagbladet made no money for him. It was not until after Broms’s death 
in 1903 that the fina:.ces of the paper began to balance.’ Broms’s diffi- 
culties in 1901 make it easy to understand why he was anxious to dis- 
pose of his shares and was prepared to allow Key to buy them first at 
20 % of their nominal value and later for even less. Key could hardly 
allow his paper to take a stronger line in the disagreements of 1901. He 
was a personal friend of the Wallenbergs and had had a small credit 
from SEB since 1899. 

One important point of contact between SEB and Key arose over 
Sweden’s first financial paper, Affdrsvdrlden, which he bought in 1901. 
Marcus Wallenberg, who had helped Professor David Davidson to found 
Ekonomisk Tidskrift in 1898, was very interested in promoting the pub- 
lication of economic journals. He took an active part in the foundation 
of Affdrsvarlden, using the Norwegian Farmand as his model. After the 
journal was launched he continued to watch its progress. Marcus Wal- 
lenberg was much more concerned than his brother in maintaining good 
relations with the press. This concern had first been expressed in 1900 
when the future of the banking system was under discussion. Marcus 
then seems to have secured his only link with a provincial newspaper, 
Halsingborgsposten, whose owner-manager was Gustaf E. Ericson, for- 
merly the chief editor of Svenska Dagbladet during its protectionist 


7 R. Andersson, Svenska Dagbladet, pp. 27 ff. 
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period 1893-1896. In the summer of 1901 SEB’s connexions with the 
press were limited though not unimportant, particularly the relation with 
Stockholms-Tidningen. 

Broms’s statement that securities had been transferred to the Gillivare 
company at the time of the bond loan of 1898 was immediately denied 
by the banks which had taken over the loan, SEB, the Kristianstad bank 
and the Harnésand bank. Ernest Thiel also denied it on behalf of the 
Diskontof6rening, adding that he had helped to arrange the sale of Troll- 
hattan and Separator shares but not to the Gillivare company. Broms 
thereupon allowed Aftonbladet to print a receipt from the Diskontofor- 
ening dated 21 June 1898 showing that he himself had bought 1,150 
shares of the Trollhattan company in return for Gallivare bonds to the 
nominal value of 1,200,000 kronor. Aftonbladet maintained that the 
receipt showed the confusion existing between the transactions of the 
company and of its head, and that a similar confusion might well exist 
between the affairs of banks and their leaders. Disclaimers must also 
come from them, a demand with which the Harnésand and Kristianstad 
banks complied. The paper then turned its attention to the affairs of 
LKAB, reminding its readers of its comments on the loan of 1898 (p. 
243) and saying that it suspected that the bank consortium which had 
been left with a considerable quantity of bonds on its hands had in that 
instance also handed over securities in lieu of cash. According to Afton- 
bladet the government was responsible for the nomination of Lindman 
as managing director, but neither he nor the chairman, also nominated 
by the government, had come to grips with the “financial matadors” who 
were behind the purchase of securities. Aftonbladet’s attack was sup- 
ported by Stockholms Dagblad and Géteborgs Handels- och Sjofartstid- 
ning, though the latter offered some excuses for Broms. Although the 
latter was all too unconcerned about his methods at least he was “a 
Norrland patriot, with his mind full of the magnificent prospects for 
Sweden afforded in these days by her own ‘wild west’.” The paper 
doubted whether Thiel was powerful enough to compel Broms to accept 
poor securities as a substitute for money. “Let Mr. Knut Wallenberg 
explain himself if he doesn’t mind.” Whoever was responsible was 
guilty of a breach of faith, not least to his associates in the bank 
consortium. Aftonbladet repeated and developed this charge, asserting 
that K. A. Wallenberg was the only one of the directors concerned who 
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had not personally denied that he had nothing to do with these “black- 
mailing” transactions. 

The latest turn in the press campaign thus tended to exonerate Broms 
to some extent, to play down Thiel’s part, and to leave K. A. Wallenberg 
as the villain in the piece who had taken advantage of Broms’s embarrass- 
ment without achieving anything positive for the ore companies. Broms 
now appeared as the man who had fought for the development of the 
ore fields, even if his methods had been somewhat dubious. Since this 
was the cause for which K. A. Wallenberg had been long and intensively 
working even when Broms was against it (p. 147), and since SEB had 
advanced considerable sums to LKAB, it is not surprising that he replied 
to these accusations with great indignation in a letter to Aftonbladet. “It 
is a lie and a libel,” he wrote, “to insinuate or suggest that I or any 
other director of Stockholms Enskilda Bank made any improper perso- 
nal profit in connexion with the bond transactions of the G§llivare 
company, or in any other transactions.” He invited the chief editor of 
Aftonbladet to call on him and to ask any question he wished which did 
not trespass on the private affairs of other people, “and you will be 
surprised to discover how ill-informed your contributors have been.” 

This letter only made matters worse. Aftonbladet proclaimed that 
there was no question of a visit to Wallenberg and repeated its old 
charges. With reference to the so-called Kugelman lottery (p. 232) it said 
that K. A. Wallenberg’s “passion for truth” was known “all over the 
country”. In his bitterness at having lost in the competition for the last 
government loan he was said to have spread rumours in Swedish and 
foreign newspapers damaging to his country’s credit (p. 313). The public, 
it continued, wanted to know how the securities had got into the hands 
of the Gallivare company, “not to be given pompous lectures about Herr 
Wallenberg’s displeasure.” Wallenberg replied by bringing an action for 
libel and defamation of character against the editor of Aftonbladet, 
Harald Sohlman. The paper retorted that it did not propose to allow itself 
to be scared. It was defending the sacred cause of publicity and freedom 
of the press both in this case and in the question of the Bank Inspectors’ 
reports to the Finance Minister which were being debated at the same 
time (p. 282). The quite exceptional circumstances of LKAB’s French 
credit were presented as a typical instance of SEB’s profiteering tactics. 
When the Norrbotten bank applied for bankruptcy for the Giillivare 
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company (p. 363) Aftonbladet said that this was not surprising, “as 
various powerful interests behind the Norrbotten bank have found that 
the long coveted fruit is ripe for plucking.” 

Aftonbladet received more grist to its mill when Governor Holmquist 
had published a report which he had submitted to the government on 
conditions in LKAB. The report tried to sort out a number of trans- 
actions which had been unfavourable to the company, dating back to 
the time when Broms had been undisputed master and including the two 
large debts to the Gallivare company and the acquisition of the Separator 
shares. After totalling various accounts in a rather haphazard way, 
Holmquist concluded that the value of the Separator shares could cor- 
respond with that of the bond loan. 

The appendices to the report produced still further material to support 
the campaign against SEB. The item of 400,000 kronor for conversion 
from the records of the Gallivare company in 1895 (p. 348) and the fact 
that Separator and Trollhattan shares had been lodged as security for 
the French credit could very well be used in this way. Nya Dagligt 
Allehanda associated itself very largely with Aftonbladet and K. A. Wal- 
lenberg tried in vain, as he had done with Sohlman, to secure a personal 
conversation with the editor of Allehanda to clear up misunderstandings. 
Aftonbladet remained his fiercest enemy and depicted Broms as a man 
who “was practically hounded to death” by SEB in their unscrupulous 
exploitation of his distress. 

Among the papers friendly to SEB, Svenska Dagbladet showed good 
will but remained somewhat passive. Dagens Nyheter took up a more 
conciliatory position and mentioned Broms’s own responsibility. Broms 
himself wrote a long statement in which he did not accuse K. A. Wallen- 
berg directly, but explained that he had negotiated with Ernest Thiel over 
the 1898 loan; he did suggest, however, that behind Thiel stood SEB and 
that SEB was responsible for the bankruptcy proceedings demanded by 
the Norrbotten bank (p. 363). Ernest Thiel came forward and accounted 
for all the loans he had arranged for Broms since the Gallivare company 
first applied to the money market and claimed that most of their needs 
had been met through him. It was very difficult to find money for such 
“colonising enterprises in the wilderness,” and the result was that the 
terms were stiff. It was in connexion with these transactions that the 
Separator shares had come into the possession of the ore companies and 
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they had been received from “a well-known inventor”. Like other in- 
dustrial shares they had declined in value, but Thiel was confident that 
they could be sold. 

SEB made no attempt to refute openly in the press the charges of 
its opponents. Part of the reason for this was probably the fact that even 
K. A. Wallenberg did not find it easy to present a perfectly clear story 
of SEB’s part in events. This is apparent from Marcus’s surprise when 
he discovered the agreement about the Separator shares which Broms 
produced on 23 June 1898 (p. 242). The records were so ambiguous in 
several places that it was not possible to lay all the cards on the table. 
It is nevertheless clear that Marcus Wallenberg was responsible for the 
counter-attack appearing in Affadrsvarlden and Stockholms-Tidningen. 
The latter paper was by far the most vigorous. On 2 September it began 
to publish a series of articles strongly attacking Aftonbladet, Stockholms 
Dagblad and Allehanda. These papers were said to be “inspired by over- 
zealous and cosmopolitan concerns” though their editors were quite 
unaware of this influence. One point of attack was that these papers had 
just bought up Svenska Telegrambyran. This action was described as 
pure speculation and was said to have been financed by Louis Frenckel 
who, it was claimed, had been trying for years to become the agent of 
the Swedish government for placing loans abroad. To this end he 
urgently needed the co-operation of the big foreign banks which had 
placed these loans in the past. It was now in his interest to discredit any 
rival with such connexions and in this respect Aftonbladet had been 
doing his work for him. As a final shot it was asked why Aftonbladet 
had not attacked Frenckel when his co-operation in the founding of 
Skanska Handelsbanken and Géteborgs Handelsbank had resulted in 
the “acquisition” for his bank of no less than 3,250,000 kronor. 

One reason why SEB urged its press allies to attack Frenckel as the 
man behind the campaign against it was that they had good reason to 
suppose that he had furnished foreign banks with derogatory informa- 
tion. An article in the Vossische Zeitung for instance, caused Thors to 
express some anxiety about LKAB. He asked K. A. Wallenberg to tell 
him the whole truth even if it was unpleasant. Moret also asked for in- 
formation and a few days later another article, this time in the Frank- 
furter Zeitung, caused Thors more concern. Marcus Wallenberg was kept 
busy writing a series of long letters to explain what had happened. 
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The effect on Swedish opinion of this press campaign was shown in 
September at the annual conference of the leaders of Enskilda banks 
when K. A. Wallenberg, who the previous year had received the biggest 
number of votes in the election to the committee, almost failed to be 
elected at all. Another proof of the consequences of the press campaign 
was that in the Stockholm Council elections in 1903 K. A. Wallenberg 
failed to secure re-election for the ward he had represented since 1883. 
His friends had to take special measures to see that he was elected for 
another ward. Moreover when the libel action was finally to be heard 
in the autumn of 1901, K. A. Wallenberg’s advocates had difficulties 
in securing representatives on the jury.* Sohlman was acquitted, and this 
was a further blow to K. A. Wallenberg’s prestige. When the result was 
known, Sohlman was hailed by a singing choir as a triumphant defender 
of liberty and he replied with a speech from a balcony in praise of the 
freedom of the press. Aftonbladet reproduced a number of approving 
comments from the provincial papers. A verdict of ‘guilty’ it was stated, 
would have signified the triumph of “big business, with all its ruthless- 
ness and its maxim that business is business, to be carried on without 
any heed to morality or patriotism.” K. A. Wallenberg was by no means 
unconcerned by what had happened. Indeed, so disturbed was he that 
he considered asking T. Frélander, a widely respected figure, to declare 
publicly, as he wrote to Marcus, “that these charges, which touch my 
honour, are unfounded, and that I am not the scoundrel Aftonbladet is 
trying a tout prix to label me.” That all this did not end without leaving 
a deep impression on Marcus also is clear from some words he wrote 
twelve years later: “When one has gone through such a hell of false 
accusations and vile abuse as SEB and Knut endured in 1901, anything 
else of the sort is mere child’s play.” 


4. The amalgamation of sawmills in Norrbotten 
One of the main factors in the iron ore situation which resulted in such 
trouble with the press was that Broms had based his finances on short- 
term bank loans and not on a large share capital or on debts consolidated 
by the issue of bonds. It now became a matter of utmost importance 
both for William Olsson and for SEB to avoid similar liquidity problems 


8 A jury in the English sense of the word does not exist in Sweden except in press-law 
suits, where the parties concerned nominate certain members of the jury. 
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for the timber companies of Norrbotten. Initially, however, failures were 
encountered, both in the issue of the shares of Bergman, Hummel & Co. 
on the Swedish market, and in London where Olsson found the Kalix 
syndicate reluctant to stake any more money (p. 344). 

Olsson immediately began to try to find another solution. In a letter 
written after consultation with Marcus Wallenberg he recalled the recent 
serious happenings in Norrbotten and suggested that a solution might 
lie in co-operation between the following companies: Bodtraskfors, Carl 
Palmgrens Travaru AB, Ranea Angsag, Bergman, Hummel & Co., Bat- 
skarsniis, Seskar Travaru AB and Granviks Sawmill, all in Norrbotten. 
The proposed agreement would provide for “no competition in buying 
except against invaders, agreed prices abroad and standard selection.” 
Even with only 20 kronor in profits and 60,000 standards of timber for 
shipment, bonds to the value of 12,000,000 kronor could be invested 
and repaid, in addition to an issue of 8,000,000 kronor in preference 
shares. Considerably higher prices could be expected in the future. At 
present only Bodtraskfors and Bergman, Hummel & Co. had any re- 
sources of their own or had funded their debts. The other firms were 
much hampered with debts and their position was very unsatisfactory 
from a bank’s point of view. “I don’t think,” wrote Olsson, “that I have 
ever seen a group of firms so well suited for co-operation. We made a 
good start — — — with the sale of Bodtraskfors.” If they carried through 
the proposed plan and implemented it wisely the result would be “not 
merely a good bit of business for ourselves but a project of public 
benefit.” 

A combination on the lines of the big trusts so popular at that time 
in America would increase profitability and give greater strength both 
in buying and in selling, especially abroad. A big company would be 
able to unload expensive bank loans through issues of bonds in the 
domestic or foreign capital markets and would be able to raise finance 
without resorting to share-issuing or to seeking help from customers like 
the English in the Kalix syndicate, who were interested in low selling 
prices. It was essential for the success of the plan that the capital mar- 
kets should continue to welcome bond loans as they appeared to have 
done during the last year, marked by the decline in the discount rate in 
Sweden from 6 to 41/2 %, in England from 5 to 3 %. There is no doubt 
that Marcus Wallenberg advised William Olsson on some aspects of 
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these proposals, but the original idea of combination was Olsson’s, as 
also was the idea to establish an ironworks. The latter project, however, 
had to wait for some time. 

No real resistance apparently was met from any of the companies. 
Impartial valuers assessed the total property at 15,621,000 kronor of 
which Bergman, Hummel & Co. accounted for 8,791,000, Palmgren 
4,354,000, Seskar 978,000, Ranea 895,000 and Bodtriaskfors 603,000 
kronor. In June 1902 Olsson reported to the banks that the allocation 
to the various companies had been agreed in principle. In return for 
their assets the old companies would receive bonds and shares in the new 
company. The company had to be prepared to increase its share capital 
in order to join with some iron companies in the erection of blast 
furnaces at Lulea. These would produce pig iron, using mainly coke but 
also charcoal to a certain extent, and more profits would then accrue 
to the company. 

This operation was expected to afford more relief for the Swedish 
banks than if they had merely taken over bonds to a similar value and 
placed them on the capital market. It was only possible for Olsson to 
make this proposal because he was at the time engaged in founding a 
new company in England, the Scandinavian Investment Co. Ltd. (p. 
344). This company, he explained in a letter to Marcus Wallenberg, “is 
the key to the whole question of amalgamation.” He went on to say that 
he would have to borrow a further 340,000 kronor from SEB in order 
to pay in full for the subscribed shares and to meet other needs. During 
the negotiations which followed he lowered his demand to 250,000 kro- 
nor and most of this was granted. Marcus Wallenberg would have 
nothing to do with the idea of an ironworks in Lulea to smelt the Galli- 
vare ore. He was quite determined to restrict himself to the timber 
aspects of the amalgamation. 

The time was now ripe to ask the various interested parties for a de- 
finite answer to the scheme. The most important, and the most difficult, 
proved to be the Kalix syndicate who were the majority shareholders in 
Bergman, Hummel & Co. William Olsson was in London on 2 Septem- 
ber, and the proposals were thoroughly discussed at meetings both of 
the board and of the company. The chairman and chief shareholder, 
Harry Green, made it clear that the weakness in the syndicate’s position 
was that it had insufficient capital. Objection was raised in particular to 
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the inclusion of Batskarsnis which had bought forests from Bergman, 
Hummel & Co. but had not yet entirely paid for them. When Olsson was 
asked to extricate the syndicate from the whole affair, he said that the 
only way was to place in Sweden that part of the stock of the combine 
which it would receive as preference shares. At the company meeting 
Green pointed out that, when confronted with Olsson’s plan, he and the 
board had “put our foot down and said that on no consideration what- 
ever would we agree to go in with the Batskarsnas.” That company’s 
products would damage the syndicate’s reputation. But since they did 
not want to invest any more money, since the Swedish banks must have 
a settlement and since “beggars are not choosers”, the rest of the plan 
ought to be accepted. This was agreed upon, though there was an 
obvious reluctance to surrender the independent position which Berg- 
man, Hummel & Co. had held. 

Nordiska Travaruaktiebolaget was founded in Lulea on 16 Sep- 
tember 1902 with a share capital of 7,073,000 kronor, i.e. less than had 
originally been planned since Batskarsnds was not included. Ranea Ang- 
sag was only included to the extent that the majority of its shares were 
held by Bodtraskfors. This last company together with Bergman, Hum- 
mel & Co., Palmgren’s and the Seskar company took over 5,756,000 
kronor of the share capital of the new company. William Olsson took 
responsibility for the remaining 1,317,000 kronor. As part compensation 
for the assets surrendered, the companies received 10,424,000 kronor of 
bonds. Shortly afterwards the property of Haparanda Trévaru AB was 
bought, and on 5 January 1903 all the shares in Tore AB were acquired 
from Frans and Seth M. Kempe. These purchases brought the new 
company’s holding of forest land up to just over a million acres. 

The foundation of the company did not by any means imply that the 
financial aspects of the amalgamation had been settled. The first problem 
was to arrange the details of the two bond loans which had been planned, 
each of 5,994,000 kronor, or £ 333,000, of which 5,594,400 kronor 
was to be issued forthwith. SEB arranged a consortium with the Enskilda 
banks of Norrbotten, Sundsvall and Gothenburg together with the Bank 
AB Stockholm-Ovre Norrland and these banks took over bonds to a 
value of 6,725,000 kronor. Bodtraskfors took 1,000,000 kronor against 
claims and the Kalix syndicate 540,000 kronor in exchange for accept- 
ances. An English creditor, A. Riiffer & Sons, refused to co-operate. In 
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his place Olsson succeeded in finding a London banking house, Kénig 
Brothers, willing to join the consortium and take 945,000 kronor. Apart 
from its share of 1,200,000 kronor on the original allocation, SEB 
took an additional 776,000 kronor from one of the loans in return for 
the right to sell these bonds on its own account before the consortium. 

A special agreement provided that the company’s foreign exchange 
receipts from timber shipments should be sold to the banks in proportion 
to the bonds they had taken. Apart from SEB, the banks could 
count on the release of a further 1,042,000 kronor. The means for 
this Operation. were secured by the subscription of Kénig Brothers and 
the extra subscription by SEB. SEB’s commitments increased by rather 
more than 100,000 kronor. This could in fact be translated into a real 
disengagement if the bonds could be quickly placed and if William 
Olsson proved able to honour his guarantee of shares to a value of 
1,317,000 kronor. But Olsson did not succeed in getting the Scandina- 
vian Investment Co. to subscribe and, when he tried to persuade the 
Kalix syndicate to guarantee £ 20,000, he was met with stubborn 
Opposition. One member of the board who had previously supported 
him, J. W. Horsley, declared the shares of Nordiska Travaru AB to 
be “not worth the paper they are written on.” The whole amalgamation 
was “the most disastrous thing I have ever had to do with. Not a penny 
will I put into anything in Sweden.” Green also said he would “endorse 
every word that Mr. Horsley said.” Dissatisfaction was also expressed 
with the monopoly position created for Nordiska Traévaru AB. 

Some of the reasons for the opposition were clearly set out in a letter 
to the heads of SEB and the banks of Sundsvall and Ovre Norrland. 
Olsson admitted that he could not fulfil his promises; he had only been 
able to pay 300,000 kronor towards the shares for which he had sub- 
scribed, leaving a deficit of 1,000,000 kronor, “and in March the shoe 
will certainly pinch”. He also mentioned the recently concluded agree- 
ment for the sale of the ore companies to the Grangesberg company (p. 
374) and said that this affair had taken a lot of his time and interfered 
seriously with his attempts to secure subscriptions in England for shares 
in Nordiska Travaru AB. The establishment of Nordiska Traévaru AB 
had brought him into direct conflict with some of the more important 
timber importers, as the amalgamation had meant an unpleasant drop in 
their profits. “Until now,” he wrote, “Green, Horsley, Crow and others 
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have always been very helpful to me as far as advances were concerned, 
because in return they could count on large supplies of timber at a low 
price. On the other hand, if you turn to Messrs. Wikstrom, Kempe and 
other timber exporters you will find that their attitude, admittedly a 
selfish one though common to all timber exporters not forgetting the 
Nordiska, is favourable to the outcome of my efforts. No one will deny 
that I have secured an increase in the price of all Overbotten products 
of about 10/- to 15/-.” In conclusion he asked for a loan of 1,200,000 
kronor against the security of Nordiska shares to a value of 1,500,000 
kronor. 

William Olsson thus met great difficulties when he tried to combine 
the old methods of merchant finance with modern methods of bank 
finance. Under the old conditions the producing firms could never be 
independent of the merchants in their marketing. Now, when they sought 
greater financial independence through trustification, it became difficult 
to raise capital in England. The importance of the settlement of the ore 
companies’ affairs became apparent when Olsson tried to obtain in Lon- 
don some of the credit for which he had asked the Swedish banks. This 
became possible once the risk of collapse in Norrbotten began to recede. 
Of the eventual credit of £ 90,000 granted to Nordiska Travaru AB, 
£ 30,000 in all was contributed by SEB, the Sundsvall and the Ovre 
Norrland banks, the remaining £ 60,000 coming from the English 
houses of Price & Pierce, Kleinwort Sons & Co. and A. Riiffer & Sons. 

The foundation of Nordiska Travaru AB gave hope of more stable 
conditions in the Norrbotten timber industry. It was still true, however, 
that ownership of the ore concerns was of over-riding importance both 
for the companies and for the economic progress of the area as a whole. 


5. Foreign or state ownership of the mining companies? 


While the press campaign continued into the autumn of 1901 a struggle 
was also going on between the various contestants who wished to gain 
control over the iron ore fields. The struggle first became serious in July, 
when the Kristianstad bank called in its loans to Gillivare and retired 
from the bank consortium formed to take control of the ore companies 
until 1907 (p. 349). 
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Broms had regained his majority rights but his position was still dif- 
ficult as he had to borrow fresh funds to pay off the loans which were 
being called in, while his credit in Sweden must have been practically 
exhausted. SEB’s direct interest in the Gillivare company was confined 
to a number of bonds and a concern for the bond annuity which LKAB 
had had to advance in July. On the other hand Norrbottens Enskilda 
Bank was owed 800,000 kronor by the company as well as 500,000 
by its subsidiary company, Norrbottens Malmféradlings AB. The 
security for these claims consisted principally of a stock of ore, located 
on the island of Svarté near Lulea. The claims on this security lay first 
with the 1895 bond loan and then with the Bank AB Stockholm-Ovre 
Norrland for a loan of 1,500,000 kronor. Ore was in fact being taken 
continually from this stock for shipment with the result that its value as 
a security was steadily decreasing. It was quite possible that the Kristan- 
stad bank which had just called in its credits might have a prior claim 
over the Norrbotten bank. By the end of July Marcus Wallenberg was 
advising Hugo Zethrin not to allow the credits to be maintained any 
longer. The funds were in fact called in and a little later both K. A. and 
Marcus Wallenberg were telling Zethrin that he must apply for bank- 
ruptcy for the Gallivare company. After they had assured Zethrin that 
there would be no unemployment at the mines, Zethrin accepted their 
advice. Marcus Wallenberg strongly urged that things must be organised 
so that “creditors are not in future left with the empty husks. Don’t let 
yourself be tempted by fair words.” 

Zethrin was under pressure from other quarters, however, and the 
story began to arouse interest in the press (p. 355). C. A. Weber, a 
governor of the Riksbank, who was also on the board of the Granges- 
berg company, came to see Zethrin and said that the Bank Inspector 
would insist on the liquidation of the Norrbotten bank if Gallivare were 
brought to bankruptcy. Marcus Wallenberg held that Benckert was on 
his side and contested this, but Zethrin gave way. At the beginning of 
September the creditor banks agreed to a moratorium until 15 Octo- 
ber. The opportunity was provided by the resignation of Broms from 
the headship of the Gallivare company and the arrangement that in the 
interim period its affairs should be manganed by E. Nathorst-B6és, the 
legal adviser to the Ovre Norrland bank. Nathorst-Bdds asked if SEB 
would be willing to dispose of its LKAB shares, but Marcus Wallenberg 
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insisted on being told who the purchaser would be before discussing 
the question. Later Nathorst-Boos threatened to expose SEB’s conduct, 
taking advantage of K. A. Wallenberg’s temporary unpopularity, but 
the latter did not yield. “Mr. Béés and his pack can bay as much as they 
like but they won’t get into our barns.” 

It must have been about this time that the Wallenberg brothers first 
learned of a number of measures adopted by Broms which weakened 
LKAB’s position. L. Possehl & Co. held a sales contract which was 
infringed by the 1900 agreement with the Norddeutsche Bank. More- 
over on 29 November 1900 Broms authorised an agreement between the 
Gillivare company and Lappmarkens Gruvintressenters AB, of which 
he was the sole owner, for the sale of the entire product of both Gal- 
livare and LKAB up to and including 1912. Marcus Wallenberg be- 
lieved that if the worst came to the worst he could have this agreement 
nullified at law. In fact Broms’s financial position was such that con- 
cessions had to be made. Knut Tillberg, a lawyer who had been the 
managing director of Gallivare from 1893 to 1898, persuaded Broms 
to guarantee any loss that might be incurred by LKAB on the Separator 
shares. The sales agreement with Lappmarkens Gruvintressenters AB 
was cancelled. In addition Broms confirmed K. A. Wallenberg’s right 
to control the majority in LKAB for six years and handed over to Till- 
berg the majority rights in Gallivare for the same length of time. SEB 
undertook to make one million kronor available for a proposed pur- 
chase for 4,600,000 kronor of the Kristianstad bank’s claims for 
5,600,000 kronor. 

Broms, faced with the threat of a complete collapse of his position, 
had been forced to make considerable concessions, in particular to 
accept in future the whole liability for losses on securities purchased, 
and to surrender for a time his power over the ore companies. In turn 
SEB had to relax its rigid attitude towards Gillivare and agreed to co- 
operate in the discharge of the Kristianstad bank’s commitments, though 
for this it insisted on considerable discounts. It appears that there were 
in fact no funds available for such an operation; it was proposed that it 
should be conducted by means of bank deposit certificates which could 
be used as security for loans from the Riksbank. 

On 14 October 1901 the whole situation changed since the govern- 
ment declared that it was now interested in buying the ore-fields. A con- 
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ference was held that day at which K. A. and Marcus Wallenberg met 
the Prime Minister, F. W. von Otter, together with the Foreign, Home, 
and Finance Ministers. K. A. Wallenberg began by giving an account 
of the negotiations of the previous three weeks with Gillivare’s creditors, 
including Possehl who claimed compensation for breach of contract to 
the value of 3-4 million marks. The situation was such that it might be 
considered a suitable opportunity for the government to save Gillivare 
and acquire the ore-fields. He suggested that the price of Gillivare 
should be 7,500,000 kronor and of LKAB 15,000,000 kronor, to be 
paid in 3.6 % government bonds. The mines should be leased to the 
companies in return for an annual rent of 4 % on these prices. After a 
quarter of an hour’s internal discussion, the Ministers announced that 
they were interested in the proposals and asked for an offer in writing 
from the owners. The Finance Minister agreed to try to arrange a mora- 
torium from the Kristianstad bank. Later that day Broms accepted the 
plan. 

Quite suddenly, therefore, K. A. Wallenberg’s old hopes for a transfer 
of the ore mines to state ownership had again been raised and seemed 
to be nearer to accomplishment than ever. Paradoxically the attacks 
upon him may have helped to bring this about. When he gave the news 
to Hjalmar Lundbohm on 18 October he did not claim to have taken the 
initiative himself, but felt that from the state’s point of view the idea 
was “brilliant, as the purchase-price will be paid off before the contract 
comes to an end. The companies can accept because the shareholders 
will gain satisfaction earlier under the new dispensation and, though 
this will entirely cease later on, people don’t usually worry about profits 
which will come when they are in their graves. As far as I can see every- 
thing is going well and the news might be given to the papers tomorrow. 
I imagine they will welcome this state intervention with jubilation.” 

The originator of the whole idea was undoubtedly William Olsson. On 
17 September 1901 he informed Marcus Wallenberg by letter of a long 
visit from Hugo Tamm who had left him with the “avowed intent of 
working with the government for the scheme which I had suggested.” 
Tamm was the man who in 1899 had tried to prevent Arvid Lindman 
from leaving the Iggesund company when he was invited to become head 
of LKAB (p. 262). In the present situation his political affiliations were 
decisive. He had served as the chairman of the Finance Committee in 
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the previous Riksdag; one of the leading moderate conservatives in the 
First Chamber, his relations with the government were good. Olsson’s 
letter summarised the situation in the following words: “If a good 
tenant can be found who will guarantee the necessary annual rent then 
the state ought to accept once and for all the duties of ownership. In 
our discussion we proceeded from the following facts. Firstly, that if 
Grangesberg bought, it would be with Cassel’s money and ownership 
would virtually, if not technically, lie in foreign hands. Secondly, if 
Gillivare went bankrupt the foreigners could hardly be denied the 
right to protect themselves by buying. In other words, there are really 
no solutions other than either foreign or state ownership. If we can 
really bring this home to them, I think our august masters will be more 
afraid of inaction than of action.” 

William Olsson’s letter outlines the main points in the proposal for 
state purchase. The state was to acquire rights of ownership but to leave 
the extraction and sale of ore to private firms. The letter also amplifies 
one point which caused SEB and its friends such anxiety, the danger of 
foreign domination over the iron ore mines which might arise if Swedish 
investors could not afford to bid enough to satisfy the company’s foreign 
creditors, of whom Possehl was the foremost. It is also apparent that 
Olsson saw in the plan a help towards his other objective, the building, 
partly for the sake of his timber companies, of an ironworks in Norr- 
botten. The question of state purchase continued to be discussed, how- 
ever, although William Olsson soon left for London on other business. 

The proposal for state purchase meant that time would have to be 
allowed for the new Riksdag to debate the matter and pass the necessary 
legislation. Meanwhile the urgent need of Broms and the Gillivare 
company for financial assistance would have to be met and some 
agreement made with Possehl. An agreement with Possehl was reached 
that autumn, to be operative until 1912 and so framed that Possehl would 
no longer have to bear the risks he had borne earlier, but would be 
required only to act as an agent. This agreement has been interpreted as 
a complete victory for Possehl.° The transfer of Broms’s majority holding 
of Gillivare shares to Tillberg was to be valid only until 1 June when 
the state’s option ended, while Broms was allowed by SEB to borrow 


® R. Keibel, ‘Emil Possehl. Entwurf eines Lebenbildes. Der Wagen 1941. 
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money against the security of shares in LKAB to the value of 500,000 
kronor. Marcus Wallenberg was perfectly aware of the risk involved 
in lending more money to Broms but relied on the government to seize 
this chance of “cutting the Gordian knot. If the government doesn’t 
buy the mines,” he wrote to Hugo Zethrin, “Broms won’t rest until they 
have come into foreign hands.” When the Kristianstad bank demanded 
another 600,000 kronor in amortisation he condemned it as “a damned 
shame. Besides, where are they going to get the money from?” In spite 
of intervention by the Bank Inspector the Kristianstad bank pressed 
their point and in the end SEB had to grant an unexpected loan of 
600,000 kronor to the Gillivare company. But, as Marcus Wallen- 
berg wrote, “if Gallivare goes bankrupt the government purchase goes 
up in smoke.” 

In the middle of December 1901 Wachtmeister, the Minister of Fi- 
nance, said to Kinnander that there had been a change in public opinion, 
and the latter agreed that he knew that Grangesberg was resisting govern- 
ment purchase with all its might. From the ranks of the press there also 
came some hesitant voices, Gdteborgs Handels- och Sjéfartstidning 
for instance suggesting that foreign capital might bring the risk of 
foreign influence or even foreign intervention to protect this capital, 
even though the companies only rented the mines from the state. When 
this article was reprinted in Aftonbladet K. A. Wallenberg commented, 
“Our friends from Grangesberg are now using Géteborgs Handels- och 
Sj6fartstidning and Aftonbladet to show the risks to our country of the 
mines coming under foreign influence—if the mines are bought by the 
state! They will probably succeed in scaring all concerned, and I don’t 
care if they do.” His fears were realised and at the end of January 1902 
the government decided to proceed no further. 

The government which took this decision had in fact to meet a good 
deal of criticism from various quarters for its lack of initiative and gener- 
al political ineptitude. It was described as a Bostrém cabinet without a 
Bostrém, i.e. without his ability and powers of leadership, the Riksdag 
itself taking the initiative in a large number of matters.t° This seemed 
to prove true with regard to the mines which again came into the public 
eye in January 1902, in an unfortunate manner. A certain Doctor H. 


10 |, Kihlberg, Den svenska ministaren, pp. 441 ff. 
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von Kauffmann had presented a promissory note for 6,000,000 kronor 
dated 19 July 1901 and made out by Broms on behalf of Lappmarkens 
Gruvintressenters AB. It was supposed to represent the commission on 
a loan of 33,000,000 kronor negotiated in France but which had not 
come off because Broms had not been able to produce the agreed col- 
lateral security. Legal action followed and much correspondence and 
other material was published in the papers, revealing clearly that from 
May to December—after, that is, the state had acquired the option to 
purchase—Broms had been trying through von Kauffmann to sell to 
foreign interests what he claimed to be his own property, i.e. a majority 
of shares in the mine companies. It was highly disillusioning for those 
who had believed in Broms’s oft repeated assertions that he was trying 
to retain the mines in Swedish hands, and did much harm to his 
reputation. 

As a result of these revelations the Swedish Home Secretary was asked 
in the Riksdag on 4 February whether there were any legal means 
of preventing foreigners from acquiring mine property. This appeared to 
Marcus Wallenberg as “an intervention from Heaven. Allehanda has 
proposed export duties on iron ore and this will have the advantage of 
bringing the Grangesberg people to their senses.” Interviewed by 
Dagens Nyheter K. A. Wallenberg said that if, after 1 June, the share- 
holders “come to creditors with enough money to redeem their shares, 
no power on earth can stop them from taking their shares and doing 
what they please with them.” A legal ban on foreign ownership of shares 
would be, he felt, “more or less an illusion”. K. A. Wallenberg’s doubts 
were not dispelled when the government resumed negotiations again. He 
described the Norrbotten situation in a bantering tone to Axel Aker- 
hielm as “damned interesting — — — if you look on it as a sporting scene. 
We're chasing foxes and wolves, one wild boar, and a lot of rabbits, 
some with six legs (if you count the four of their seats in the Cabinet).” 

At the end of February Broms returned from England and said that 
he had sold the majority holding in Gillivare to Pierpont Morgan’s 
American steel trust. This was sensational news and the press made the 
most of it. Marcus Wallenberg discussed with the Norrbotten bank the 
possibility of getting some legal hold on Broms, for as he wrote, “we 
must try to tie him down somehow, for his broken promises cannot be 
tolerated any longer.” K. A. Wallenberg pointed out that everybody now 
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seemed to agree about Broms, and that “I was right last year when I 
wanted to muzzle him, but then I was ‘hounding the poor fellow to his 
death,’ as Aftonbladet so dramatically put it. Now that the government 
wishes to get an option on the mines, we have had to make such con- 
cessions to B. that we no longer have as good handcuffs as we had then.” 

The negotiations for the sale to the state were in the hands of K. A. 
Wallenberg and Tillberg for the companies and of Arvid Lindman for 
the government. Agreement was soon reached for the purchase of 
LKAB, the Gallivare company and Mertainens Gruv AB. The total 
price was to be 21,600,000 kronor, to be paid by means of 3.6 % 
government bonds at 96. The companies were to have a lease of the 
mines for 40 years at a rent of 924,000 kronor a year. No government 
bill was brought forward, however, and on 1 June Broms recovered his 
rights in Gallivare. The proposals for government purchase had helped 
him through several difficulties, not least because SEB had felt obliged 
to lend to him and his company no less than 1,100,000 kronor. 

For SEB the attempt to persuade the government to buy the mines 
had resulted in a still greater commitment of its funds. At the end of 
1901 this amounted, in direct loans and through bond-holdings to 
12,871,000 kronor. Other Norrbotten commitments consisted of 
4,882,000 kronor lent to the Norrbotten bank, 3,422,000 to William 
Olsson and his Norrbotten enterprises and 963,000 to A. Johnson for 
steamships, a grand total of 22,138,000 kronor. Since the bank’s own 
funds amounted to no more than 14,723,000 kronor, the involvement 
was very large; at this same time it had been thought fit to write off 
1,100,000 kronor on the Asea account and this now stood at 3,460,000 
kronor (p. 392). SEB had seriously strained its resources in order to 
participate in two significant and vital sectors of Swedish industrial 
development. 


6. The end of the mining business 


Quite unaffected by all these clashes, the building of the Ofoten line 
continued steadily and with it the preparations that LKAB had to 
make in order to start exporting the Kiruna ore. The date planned for 
completion was the end of 1902, but in fact everything was ready by 
the middle of November. The Kiruna mines no longer consisted merely 
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of unfinished ‘development blocks’, still requiring outlays both for 
capital investment and for interest payments. They now seemed ready 
to pay good interest on the money invested in them and to assume a 
strong position in the international iron ore market. The German iron- 
works had a definite interest in gaining influence over this property, 
while Gringesberg saw in it the development of a powerful rival. It is 
not impossible that even within SEB there was some wish to secure con- 
trol of the concern in which so much of the bank’s money had been sunk 
and for whose development they had worked so hard and suffered such 
abuse. K. A. Wallenberg’s words of twelve years before, that “this silk- 
worm will soon emerge from its chrysalis as a butterfly” (p. 143) were 
at last coming true. 

Broms was hard pressed. On 23 May the government decided to take 
legal proceedings against the Gallivare company, on the grounds that 
it had extracted 6,000,000 tons of ore from Crown property without 
authorisation. Aftonbladet gave its unqualified approval to the action 
but K. A. Wallenberg played down its significance to Moret. At the 
beginning of June SEB turned down a request from Broms for a further 
loan and waited with great interest to see whether he would be able to 
raise the 400,000 kronor for his bi-annual payment. Marcus Wallenberg 
now said that he was no longer willing to help Broms as “he never sticks 
to an agreement and if you try to help him he repays with ingratitude 
and slander.” Broms extricated himself once more, however, undoubt- 
edly with Possehl’s help. 

SEB’s distrust of Broms was certainly a factor in their growing 
doubts about Hugo Zethrin’s ability to disentangle the Norrbotten bank 
from the difficulties into which it had fallen since December 1901 when 
some if its foreign credits were withdrawn. Marcus Wallenberg agreed 
to try to help to get these credits renewed, but after a while he began to 
feel some irritation and to doubt Zethrin’s power and ability to manage 
his bank’s dealings with GAllivare. The credit account of the Norrbot- 
ten bank at SEB was rising rapidly. 

In the summer of 1902 SEB must have been envisaging a situation 
in which large sums might be tied up in the Norrbotten bank with further 
large capital sums still being needed for Gillivare and LKAB. It seems 
clear that SEB had now become interested in a direct purchase of the 
mines in alliance with certain German ore consumers. The iron magnate 
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August Thyssen did in fact visit K. A. Wallenberg after a tour of Lap- 
land and appears to have created a favourable impression. On the busi- 
ness position in general, Wallenberg wrote that there was “no shortage 
of ideas, more or less feasible, but nothing new is ever done and we 
carry on in the same old way, uncertain of what the morrow will bring. 
The improvement that we hoped for after the end of the South African 
war was delayed and, as a result of Edward VII’s stomach-ache, never 
materialised. - — — Gillivare is quivering on the brink but I expect they 
will hold out a couple of months longer. — — — Our spineless, not to say 
headless, cabinet leaves on Saturday and Bostrém will take over the 
reins. Very reassuring.” 

Exports from the Kiruna mines would soon be an established fact. 
This in itself might have been expected to ease the hidden tensions which 
had existed between SEB and Grangesberg ever since the bank began to 
finance the establishment of a potential rival in the field of iron ore 
exporting. Other factors complicated the problems, not least the old 
rivalry for bond business between SEB and Louis Frenckel (p. 311). 
All circumstances in fact combined to produce bad personal relation- 
ships, and a bitterness and distrust which made it very difficult for the 
parties to come together. It was therefore essential that there should be 
an intermediary. SEB was first approached on this matter by William 
Olsson whose interest is easy to understand. As long as Gillivare was in 
the hands of Broms and on the brink of bankruptcy it was impossible, as 
Olsson declared at a board meeting of the Kalix syndicate in September 
1902, to secure the ore contracts that were essential if an iron works 
were to be set up in Lulea. In addition a little later his timber interests 
in Norrbotten were endangered, when Langenskidld, the head of the 
Riksbank, took measures against Norrbottens Enskilda Bank, a move 
which might be expected to cause a loss of confidence and to create 
liquidity problems in Norrbotten. 

By 2 October 1902 an agreement was ready which provided for the 
sale to Olsson by the Gallivare company of 5,509 LKAB shares at 2,500 
kronor if the agreement was accepted by the 6th. On the same day Ols- 
son came to an agreement with the Norrbotten bank to take over that 
bank’s claim of 1,190,000 kronor on Gillivare at a discount of 300,000 
kronor. Olsson then tried to persuade Bank AB Sédra Sverige, which 
had a claim on Giallivare of 2,100,000 kronor, to let him have a discount 
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on this also, and to persuade SEB to buy the LKAB shares. “You and 
Marcus,” wrote Olsson to K. A. Wallenberg, “have been sickened by 
years of dealings with Broms. I have really only known him for four 
days. There is a great deal in my programme, viz. the refining works 
in Lulea, to appeal to his vanity.” 

K. A. Wallenberg declared his readiness to co-operate provided that 
he was allowed an option for a long enough period. Olsson then gave 
him the important information that he was in touch with Vollrath Tham, 
the head of Grangesberg. Olsson would try to persuade him, once Gal- 
livare had sold its interests in LKAB, to join the Gallivare board. Tham 
had replied that, if this company reduced its loans, he was prepared to 
consider an entente cordiale with LKAB. Olsson said that he had 
been trying for over a year “but in vain, to bring Marcus and Tham 
together. I am absolutely certain that in the end we shall succeed in 
getting Grangesberg and the Norrbotten group under one roof. It’s the 
rational answer and a reassuring one for everyone.” In order to gain 
control of the Gallivare company Olsson was thus anxious to see SEB 
in charge of LKAB. The attempt failed, however, and Olsson suggested 
in a letter to Broms that the reason was that the personal antipathies 
were too great to be overcome. 

A few days after Olsson’s failure Broms arrived in Germany and gave 
Aron Hirsch & Sohn of Berlin and Halberstadt an option until 5 De- 
cember for the purchase of 5,509 LKAB shares at 4,000 kronor on 
condition that they assumed all the company’s debts; the commission 
would be 6 % unless a deal could be concluded directly with the firm 
of Friedrich Krupp, in which event it would only be 4 %. A month later 
William Olsson was promising to support the new plan “with the exercise 
of the greatest discretion.” He hoped to have the assistance of Louis 
Frenckel. 

Before K. A. Wallenberg left for his usual holiday in France on 10 
December, Broms asked him on what terms SEB would be prepared to 
surrender its control, but was simply referred to an answer given in the 
previous September, stating that the condition was the full settlement in 
one payment of all debts. An approach by Hirsch was more favourably 
received. K: A. Wallenberg’s opinion was that no one in Sweden was 
willing to pay the necessary price, and that “the public, i.e. in the first 
place the government, was raising no objection.” But, he wrote, “what 
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we all ought to be after is to get rid of Broms.” This would only be 
possible if foreigners could be made interested; they might be allowed 
to take over the whole concern, though the state should have a certain 
amount of control. The fact that the Deutsche Bank, which he believed 
to be behind the whole business, had approached SEB to seek co-opera- 
tion was an argument in favour of the proposed solution. At one stroke 
they would “dispel the Broms nightmare,” recover their money, acquire 
an important and profitable customer and improve their foreign con- 
nexions. 

The troubles and strife of the previous years had made K. A. Wallen- 
berg inclined to support the sale of the mines to foreign interests. He 
was still unaware that on 13 December Ernest Thiel had given Mar- 
cus a letter from Broms, dated the 10th, which eventually caused him 
to consider seriously taking LKAB in hand. The letter has not been 
found but it seems to have contained a provisional invitation to buy 
3,000 LKAB shares. Marcus Wallenberg rejected the offer partly 
because he saw it as “a trap, designed to free Broms from the charge of 
having sold Kiruna to the foreigners. Besides,” as he wrote to Knut, “you 
can hardly maintain the contact with Aron Hirsch and at the same 
time plan the purchase on your own account.” A further complication 
was the confirmation of early newspaper rumours that the Norwegians 
were intending to impose an export duty of 25 Ore on every registered 
ton of ore, a measure that Marcus Wallenberg said would reduce the 
value of an LKAB share by 500 kronor. K. A. Wallenberg’s view was 
that the government’s attitude should be decisive. Marcus, having visited 
Bostrom, was able to report that the Prime Minister’s view was that a 
strong foreign minority within a company with a Swedish majority might 
be able to prevent Norwegian interferences. 

On 17 December 1902 events took a new turn when Thyssen an- 
nounced that Krupp and he would have nothing more to do with Hirsch. 
He invited the Wallenberg brothers to discussions in Essen in the course 
of Knut’s journey home. Marcus Wallenberg wanted to build up a con- 
sortium with Krupp, Thyssen and the Deutsche Bank, in which SEB 
would have a majority, for the purchase of at least 3,000 LKAB shares. 
Knut had no objection to visiting Essen, but in the end no meeting 
took place as Marcus had to stay in Stockholm to deal with the question 
of finding a new managing director for Asea (p. 393) and to arrange a 
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moratorium for the Norrbotten bank. Both these matters were warn- 
ings against the danger of further engagements in mining affairs. 

The immediate cause of the crisis at the Norrbotten bank was the 
withdrawal of credits by the Crédit Lyonnais. SEB refused to make more 
funds available and when other banks began to call in their credits, 
Marcus Wallenberg promptly made himself the spokesman in favour of 
a moratorium. Benckert approved the plan and William Olsson agreed 
to bring together representatives of the ten creditor banks for a con- 
ference. SEB with 4,370,000 kronor was the chief creditor, followed 
by the Smaland bank and the Diskontobank with debts of 600,000 kro- 
nor each. A moratorium was declared and the creditor banks appointed 
a trustee to control the management of the Norrbotten bank. Here was 
another instance of support being exacted from other banks by one bank 
with excessive commitments in Norrbotten. 

Within a month, however, the situation began to look much brighter 
for the Norrbotten bank. The reason was that the sale of the ore com- 
panies to Gringesberg—an important prerequisite for all William Ols- 
son’s reconstruction plans—seemed about to be realised. 

This outcome of the complicated sales negotiations which had been 
going on apparently came as a complete surprise to the Wallenberg 
brothers when it was announced in the evening papers on 11 February 
1903. They had assumed that there would be no serious Swedish 
purchaser in the field. They had noted a visit by Louis Frenckel and 
Vollrath Tham to Berlin in the middle of December but had not attach- 
ed any particular significance to it. Little is known of the preceding 
events. The first positive indication that Frenckel had been asked to 
assist in the sale of the two mines occurs on 7 February 1903 when Broms 
undertook to pay, by 1 May at the latest, 300,000 kronor to Olsson and 
Dietrichson (Possehl’s representative in Sweden) if the deal arranged by 
Frenckel and Dietrichson materialised. 

Broms did not leave them to work in peace for long. Two days later 
he gave the Norddeutsche Bank an option until 31 March on 5,509 
LKAB shares at 3,800 kronor. The real purchasers were to be certain 
German ironworks. After two more days, however, Grangesberg had 
signed an agreement, though this was only specific with regard to Gal- 
livare. For a decision about LKAB they would have to wait until the 
expiry of the option given to the Norddeutsche Bank. A number of 
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conditions were made which would have to be accepted by the state; 
these related to the withdrawal of the action against Gillivare, an in- 
crease of the export quota to 1,500,000 tons, new freight regulations, 
an undertaking not to levy export duties, and finally a loan from the 
government of 20,000,000 kronor. 

The agreement made sensational news in the press where it was treated 
as final. The papers had not been fully informed about the details, but 
this did not prevent them from commenting at length, and on the whole, 
in a favourable tone. This was quite natural at least for Svenska Dag- 
bladet in view of Key’s co-operation with William Olsson in this matter. 
Dagens Nyheter and Géteborgs Handels- och Sjéfartstidning attached 
particular significance to the fact that it was a Swedish company which 
had bought the mines, while Stockholms Dagblad claimed that of the 
total share capital of Grangesberg, 21,116,000 kronor, only 2,000,000 
were in foreign hands. Only Stockholms-Tidningen professed to see a 
danger of foreign influence even though the board of Grangesberg 
consisted entirely of Swedish directors. Freenckel was the hero of the day 
and was praised especially by Christianstads Lans Tidning. The Stock- 
holm correspondent of this paper wrote in an account of Frenckel’s 
career, “This stocky little man with the broad face has deserved better 
of his new country than most.” Aftonbladet crowed loudly at K. A. 
Wallenberg’s expense. It recounted once again the financial manceuvres 
for which it held him responsible and proclaimed that, “this same finan- 
cier who has been trumpeting far and wide his own disinterested efforts to 
restore the mines into Swedish hands, who has taken it upon himself ‘to 
prevent these mines from ever coming into cosmopolitan hands again,’ 
this man is said to have been negotiating busily for their sale abroad; 
indeed he is probably still so engaged.” 

The Wallenberg brothers decided to let bygones be bygones. K. A. 
Wallenberg reported what had happened to the board of SEB. He also 
wrote to Moret, pointing out that Grangesberg, which had until recently 
been doing its best to injure the reputation of LKAB, had been founded 
by Ernest Cassel and Fredrik Warburg in London. Its standing was 
good. As yet he knew no details of the transaction, but if it was com- 
pleted their claims would receive an excellent endorsement. A few 
days later, following a suggestion by Prime Minister Bostrom that SEB 
should work with Grangesberg, a meeting took place between K. A. 
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and Marcus Wallenberg and Vollrath Tham and Jonas Kjellberg, the 
head of the Stockholm office of Skandinaviska Kredit AB. The brothers 
declared that they were willing either to allow themselves to be bought 
out, or else to remain in the business, contributing up to a quarter of the 
capital required and refraining for the present from pressing for pay- 
ment on a number of their claims. A little earlier Marcus had said that 
they would probably remain interested in the deal. Meanwhile it was still 
unclear to what extent SEB would be relieved of its heavy commit- 
ments the roots of which were so deeply embedded in past history. 

After the Norddeutsche Bank option had expired on 1 April 1903, 
Grdangesberg presented, on the 7th, a petition to the government. Marcus 
Wallenberg wrote that he did not believe the government would accept 
either the idea of a loan or the ban on export duties. Government con- 
sultations produced favourable opinions, however, and on 17 April 
Stockholms-Tidningen announced that, after quick consideration of the 
project, “which shows that powerful influences are concerned in this 
matter,” the Cabinet was prepared to bring a bill before the Riksdag. 
The paper did not approve of the state’s assisting the companies in a 
way which would only increase Broms’s profits from the transaction. 
Aftonbladet supported the idea of government help for the mining com- 
panies to prevent their falling into foreign hands. Stockholms Dagblad 
and Dagens Nyheter also took this line, though the latter recommended 
a little bargaining since for about the same sum the year before the 
government could have acquired both companies outright. The govern- 
ment’s decision followed the lines indicated by Stockholms-Tidningen. 
Obviously Grangesberg and Frenckel were in a better position than 
SEB to gain their way with the authorities. Writing to his mother, Mar- 
cus Wallenberg said that he hoped the Riksdag would support the pur- 
chase, “so that we can get out of the whole thing. We are not popular 
enough to carry it through.” 

SEB was by now committed to engaging large sums of money in 
the reconstruction of Asea (p. 396). There was a general wish to be rid 
of the heavy, long-standing commitments to the ore concerns. Disengage- 
ment from the Norrbotten bank also followed. This bank was eventually 
absorbed by Harndésands Enskilda Bank on advantageous terms for its 
shareholders. SEB took Nordiska Travaru AB bonds at 90 to a nominal 
value of 1,200,000 kronor and received 2,200,000 in cash from the 
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Harnosand bank. The conclusion of the transactions with the Norrbot- 
ten bank resulted in an increase in SEB’s commitments to the Norrbot- 
ten timber industry, but the total outcome was the liberation of a large 
proportion of the bank’s resources. 

For a brief period, just before success was finally achieved, it looked 
as if the plans for disengagement from the mining companies were once 
more going to break down. The proposal for a government loan was 
rejected by a sweeping majority in the Second Chamber. Despite this 
Grangesberg bought the mines. On 20 May 1903 a new agreement was 
drawn up with Broms, prolonging the option period by two years. On 
25 May Grangesberg was to produce 15,000,000 kronor partly for 
paying off LKAB’s French credit in return for the acquisition of an 
absolute majority control of the ore companies. Broms also agreed to a 
reduction in his royalties. 

SEB co-operated with Skandinaviska Kredit AB and Stockholms 
Handelsbank to put this agreement into operation by furnishing credits 
to the required amount, SEB in fact finding 5,000,000 kronor. SEB 
was tired of the trouble with the mining companies and was anxious 
to marshal its resources for other tasks. The ultimate solution released 
for SEB 7,734,000 kronor of which over 2,200,000 kronor represented 
clear profit, half from LKAB shares and half from income received in 
connexion with the French credit. SEB’s position was thus considerably 
eased. Of the large profits the Banque de Paris had its full share. 
Their acknowledgement showed an appreciation which would be use- 
ful in future transactions. The happy outcome of this affair had, they 
wrote, “depassé nos espérances et nous en conserverons un trés durable 
souvenir.” 

Of the newly released money 2,000,000 RM were placed at 6 % and 
at a month’s notice with the Gebriider Nobel. They remained in this 
form for many years and were presumably regarded as a good liquid 
reserve. The outbreak of war in 1914 and the subsequent Russian 
revolution resulted first in the freezing and then in the total loss of 
these funds. The co-operation in the financing of the Grangesberg ven- 
ture proved much more fortunate. Money was raised partly by a bond 
loan of 20,000,000 kronor and partly by a share issue of 10,500,000 
kronor. On the first of these operations SEB earned 48,000 kronor. In- 
formation about the part played by the SEB group in the issuing of the 
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shares is rather difficult to obtain. Through Providentia it spent on the 
purchase of Grangesberg shares rather more than the profit on the 
LKAB shares; when these were sold in 1905 they produced a profit of 
658,000 kronor (p. 296). In 1903, moreover, there were deposited with 
SEB in the name of Axel Johnson altogether 910 Grangesberg shares, 
some of which were newly subscribed, in return for a loan of 1,084,000 
kronor. The loans Johnson obtained on such shares reached 1,700,000 
kronor by the beginning of 1905, and were repaid in the course of the 
two following years. This involved larger sums than the corresponding 
loan to Providentia. It is possible that consortiums were set up in which 
SEB’s leading men were members. Some of the funds thus released from 
mining were loaned to persons associated with SEB, who bought 
Grangesberg shares in the expectation that these would rise in value 
following the purchase of the Lapland mines. 

SEB’s dealings with Grangesberg were soon wound up. In 1906 the 
last commitment was settled, a loan of 2,750,000 kronor which had been 
authorised in 1898 to pay for the guarantee for the completion of the 
Ofoten railway line (p. 242). By the agreement of 1903 SEB surrendered 
all ownership rights in the mining companies and therewith all participa- 
tion in their management. Mining affairs in Norrbotten were now to all 
intents and purposes a closed chapter for SEB and this marked the end 
of an epoch in the history of the bank. In July 1903 K. A. Wallenberg 
wrote to his brother Oscar about his proposed trip north for the official 
opening of the Ofoten railway. “Meanwhile the profit and loss account 
is becoming swollen with the surplus from the mine transactions in Norr- 
botten, and we have just ladled out 900,000 kronor to Providentia. I 
am very glad to have finished with the mining business up there, and 
the right people have now got control though the way it all happened 
has been nothing short of scandalous. The very people who for years 
have been trying to undermine the whole thing by chatter and gossip 
and press intrigue have now rushed to buy, and paid far more than we 
thought reasonable. Last year Luossavaara was supposed to be a rotten 
swindle but now its 1,000 kr. shares are worth 2,800 kr. apiece. And 
the safety of our country has been preserved because Cassel, the London 
Jew, directs the companies! Still, I have been proved right, and the bank 
has its money, so we are satisfied.” 
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CRISIS AND DEVELOPMENT IN THE 
SWEDISH POWER INDUSTRY 


I. Marketing the Diesel engine 


The ever-increasing power requirements of the new industries in the 
second half of the 19th century produced a number of different inven- 
tions of engines and motors, including Gustaf de Laval’s steam turbine 
and the various internal combustion engines. Rudolf Diesel’s engine was 
intended to run on oil and was among the most powerful of its type, but 
at first it was not notably superior to the others. In 1897, however, it 
began to give satisfactory results, and technicians and business men all 
over the world became enthusiastic, even to the extent of paying large 
sums for the patent rights. The need for a motor arose from the fact 
that the new electrical techniques, rather than satisfying old needs, 
created new needs for power. The reason was that electricity could not 
yet be transmitted economically over long distances and therefore could 
not as a rule be generated by water power. Gradually electricity power- 
stations became the main market for the Diesel motor and its develop- 
ment thus came to be closely linked with the production of electricity. 
Trouble in one of these industries meant trouble in the other. On the 
other hand the electricians were working hard to improve their methods 
of conveying power in order to reduce their dependence on combustion 
engines. What seems to have happened is that as the depression in the 
electrical industry receded so that new orders for Diesel motors might 
reasonably have been expected from the electricity power-stations, 
water-power was to some extent in fact used to replace them. The con- 
sumption of electricity in Sweden doubled during the period 1900-1906, 
and the proportion produced by water-power rose from 58 % to 69 %.* 


1 F, Hjulstrom, Sveriges elektrifiering, pp. 82, 105 ff., 133 ff. 
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Clearly anyone who had invested money in the Diesel engine was now 
confronted with a situation in which competition from other power 
producers had become much more serious than when the patent rights 
were purchased; it was essential therefore to find new uses for the Diesel 
motor. One way out was to curtail losses by making no attempt to de- 
velop the patent, as did Burmeister & Wain, the ship-builders of Copen- 
hagen. This solution could hardly be adopted by AB Diesels Motorer, 
however, as it was not engaged in any other form of manufacture.’ It 
was in fact the only firm in the world specialising in the manufacture 
of Diesel motors. Moreover the original promoters of the firm were not 
industrialists already engaged in the production of motors, but were the 
leaders of SEB and Oscar Lamm, the head of AB Atlas which was owned 
by SEB. Diesel’s expressed wish to leave his patent in the hands of a 
bank had been met (p. 218). His reasons must remain a matter for specu- 
lation though it is clear that AB Diesels Motorer was not only in contact 
with one special branch of industry but also had access to all that SEB 
had to offer in the way of connexions and financial resources. Here 
Emanuel Nobel must not be forgotten. He represented the oil industry 
as well as the Russian Diesel motor industry and, far from meeting set- 
backs, the latter was overwhelmed with orders. In addition SEB had 
undertaken heavy commitments for Asea which made co-operation 
natural in the early years. 

From the very beginning Marcus Wallenberg’s policy had been to 
allow the production of engines to grow very slowly, and the factory 
itself was not ready until November 1899. Until then the costs had been 
relatively light, but the troubles of the electricity industry were just 
around the corner. When the factory’s first real order, for a 50 h.p. 
motor for AB Separator, could not be fulfilled on the appointed day, 
Marcus showed some anxiety that this might endanger the sale of three 
more engines to the Separator firm. In fact it was not until December 
1901 that Separator ordered a second engine, and the Diesel factory 
does not seem to have delivered any engines at all until May 1901. This 
did not mean that the factory was idle. At the beginning of 1900 a 
twenty-three year old engineer, Jonas Hesselman, had been appointed 
by the company and some very valuable work was being done under 
his direction. At the end of 1900 it was decided that the factory would 
2 J. Hesselman, Teknik och Tanke, p. 78. 
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design and construct a motor of its own and this was ready six months 
later. In September 1901 Hesselman succeded in improving the con- 
struction of the piston and this greatly increased the efficiency of the 
motor. The system of multiple cylinders which he devised contained 
some innovations which also increased efficiency and reduced the weight 
and cost of the machine.* 

To continue with this sort of work while making hardly any sales 
would have strained the financial resources of most firms and in March 
1901 Marcus Wallenberg intervened. In a letter to Berthold Bing he 
said that if the firm was not to go into liquidation, costs would have to 
be brought down and more funds would have to be found to keep things 
going. The Allgemeine Ges. fiir Dieselmotoren would have to reduce 
its claims for future licence income and also transfer the Norwegian 
patent rights to Diesels Motorer. He argued that the whole future of 
the Diesel industry would be impaired if a specialist firm such as the 
Swedish one could not be made to pay. The ‘Allgemeine’ agreed to 
most of these concessions and the Swedish company obtained 180,000 
kronor through an issue of preference shares at 6 %. The money was 
provided by the original founders, Marcus and K. A. Wallenberg, Lamm 
and to a less extent Emanuel Nobel. By the time this help arrived the 
company owed SEB about 350,000 kronor. The debt was reduced after 
the issue of shares, but soon began to rise again and by the end of 1902 
amounted to more than 400,000. Moreover, the names of the subscribers 
to the preference shares indicate that the bank must have contributed 
in some form. From the firm’s point of view the change meant that they 
had lower interest charges to pay while acquiring better patent and 
licence rights. 

In November 1901, that is to say after the new motor was beginning 
to show good results, Marcus Wallenberg was still complaining that there 
was no improvement on the side of orders. Nevertheless the firm hoped 
for improvement and proposed to extend production. One important 
task was to produce a good marine engine, which ought to be very useful 
for Sweden. 

The accounts of Diesels Motorer for 1901 showed a loss of 32,000 
kronor, bringing the company’s total losses to 65,000. The loss seemed 
all the more serious as it appeared almost impossible in the spring of 


3 J. Hesselman, Teknik och Tanke, passim. 
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1902 to secure any orders. The head of the firm, John Schmidt, put this 
down to business conditions in general and in particular to the competi- 
tion from another motor on the market which was cheap to buy and 
provided relatively cheap power. A little later, however, Schmidt argued 
that the Diesel motor could compete effectively with other sources of 
power. He claimed that the weight had been reduced from 280 to 105 
kilos per unit of horsepower while the Germans had only been able to 
reduce their engine to 204 kilos, that fuel consumption had been cut 
down from 0.225 to 0.188 kilos and that the cost of manufacture had 
actually been reduced by about 40 %. Marcus Wallenberg was not 
wholly convinced of Schmidt’s account of the improvements and was 
beginning to doubt his powers of salesmanship. Accordingly he invited 
Schmidt either to sub-let the factory or to buy for 180,000 kronor the 
140 ordinary shares and the 180 preference shares held by Lamm, his 
brother and himself. The founders of the firm were in fact prepared to 
withdraw at the expense of the total loss of their ordinary shares. 

Schmidt did not accept the offer to buy, and Marcus therefore had to 
make renewed efforts to set Diesels Motorer on its feet, above all by 
finding a market for its products. He had tried in the late summer of 
1901 to take advantage of the fact that Burmeister & Wain had not 
exploited their Danish patent. SEB’s contact with Isak Gliickstadt proved 
very valuable not merely in arranging orders from Denmark but also 
in providing the solution to what may be called the fuel problem. It 
was important that ample and inexpensive supplies of oil should be 
guaranteed. Hesselman has indicated Marcus Wallenberg’s contributions 
in this matter. They resulted in the building of storage tanks on the 
island of Héggarn outside Stockholm and made it possible to use 
Texan oil at 5 Gre per kilo in place of paraffin which cost 11.5 Gre per 
kilo.* 

The connexion was also important because Gliickstadt had been the 
driving force behind the development of Copenhagen’s Free Port. Also, 
partly to help the Free Port, he had financed H. N. Andersen in founding 
Det @stasiatiske Kompagni which developed into a world-wide trading 
and shipping firm (p. 453). In May 1902, when K. A. Wallenberg and 
Marcus were helping to found the Est Asiatique Francais on the initia- 


4 J. Hesselman, Teknik och Tanke, pp. 79, 89 ff. 
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tive of H. N. Andersen, the oil question came up again. Andersen had 
acquired from the English firm of Shell the general agency in Scan- 
dinavia for the sale of cheap oil from Texas, which he was probably 
thinking of in the first place for ships’ boilers. In the previous December 
Andersen had shown his interest in discovering other uses for this oil by 
making enquiries about Diesel motors for providing electricity for the 
Free Port of Copenhagen. Arrangements were made to set up a Swedish 
oil company for the distribution of the Texan oil, but these had to be 
postponed as Andersen was not able to obtain sufficient quantities. On 
the other hand in July 1902, as a result of Marcus Wallenberg’s personal 
intervention, Diesels Motorer received an order for two 250 h.p. motors, 
the largest ever constructed, to be used in the Free Port and to be driven 
on Texan oil. In conjunction with this order Marcus Wallenberg also 
obtained an agreement with Burmeister & Wain about the right to accept 
certain other orders from Denmark. 

An obvious risk involved in such an oil agreement with Andersen 
was that Emanuel Nobel, one of the greatest oil producers in the world, 
might take offence, and Marcus Wallenberg had to take special care 
to avoid this. At a very early stage he informed Nobel of his plans and 
said that he would not proceed with them unless Nobel agreed, which in 
fact he did. It was particularly important to maintain good relations with 
Nobel because in April Marcus Wallenberg, knowing how popular the 
Diesel engine had become in Russia, had asked Nobel if his firm was 
having any difficulties with deliveries, and whether he could give Diesels 
Motorer any orders. Some orders did come later that year from Nobel, 
including the engines for the first oil tanker to be powered by Diesel 
electric motors, for which Asea supplied the electrical equipment. 

The order from the Free Port of Copenhagen marked a turning point 
for Diesels Motorer. Until that time only four engines had been ordered 
during 1902; afterwards orders came in for fifteen engines, of which five 
were for Nobel and one for the LKAB plant at Narvik. “Don’t sell your 
Diesel shares,” wrote Marcus Wallenberg to Oscar Nickelsen, “you'll 
have joy out of them in a few years time, the factory is full of orders 
already.” 

This optimism was partly due to the fact that Marcus had just drawn 
his first income from the Russian Diesel company. He had received in 
cash 35 % of his commission of 100,000 RM in shares on the patent 


383 


1900—1906 


transaction (p. 221); the remainder he was to receive in subsequent 
years. Profits of this magnitude were never produced by the Swedish 
Diesel business which had to be satisfied enough when the company’s 
books balanced for the first time at the end of 1902, though without any 
margin for writing off losses. Some time later open conflict broke out 
between Schmidt and Hesselman; the latter had the other engineers on 
his side and Schmidt was eventually persuaded to go. He was succeeded 
by Andreas Ljungman from Arboga Mekaniska Verkstad. In 1907 
the shareholders received their first dividend, 6 %, a figure which was 
not raised for several years. Thus it did not prove a particularly profit- 
able business to introduce the Diesel engine on to the Swedish market 
or to finance the improvements in its construction. 

Even less profitable was the oil transaction. In the autumn of 1903 
Marcus Wallenberg, Nobel and H. N. Andersen agreed to form a com- 
pany to erect oil storage tanks on Hoggarn, in the first instance for 
Diesel oil from Batum. Texan oil was not suitable at that time because 
of its excessive sulphur content, but there was hope that it would later 
be possible to go over to this cheaper oil. The work was to be directed 
by Fritz Schmidt, but it was not until March 1905 that Svenska 
Mineralolje AB was set up. The share capital was 600,000 kronor of 
which only half was paid up. At Schmidt’s suggestion the business was 
enlarged to include lighting oil from the U.S.A. This move brought the 
company into competition with a leading oil importer, Krooks Petro- 
leum- och Oljeaktiebolag, and business had to be carried on at a loss. 
In 1907 the share-holders decided to sell out to Krooks rather than spend 
more money. At first they hoped to get a fair price for the business, but 
when they discovered that behind Krooks was Rockefeller’s Standard 
Oil Company, with its reputation for dealing resolutely with competitors, 
they gave up hope of emerging from their troubles without loss. In the 
end the shareholders lost half the capital invested. 

SEB had never invested large sums in the Diesel business. Boldness 
in certain directions was matched with caution in others, e.g. when it 
was a question of gambling on the success of a new invention, in this 
case in a field where there were many other sources of power. SEB’s 
main contribution took the form of time and energy supplied almost ex- 
clusively by Marcus Wallenberg. His personal interest found expression 
in AB Marinmotor which he and Lamm founded to finance the build- 
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ing of Hesselman’s first reversible engine. This meant that there now 
was made available an adequate marine engine such as Marcus Wal- 
lenberg had declared would be particularly valuable for Sweden. After 
its trials in December 1906 he said that it had a good future before 
it. This indeed was to prove the most successful area for the application 
of the Diesel motor as there came to be less and less use for it in the 
production of electricity. 


2. Asea in difficulties 


In 1899 the Asea management had allowed Anlaggnings AB (Nordiska 
AB for Elektriska Anlaggningar) to take over Asea shares from the de 
Laval group at a price well over par, hoping for a rise in their value. 
This meant that Anlaggnings AB came to own half Asea’s capital while 
in turn Asea owned more than half of that of Anlaggnings AB. The Asea 
shares, valued at 4,700,000 kronor, constituted the main holding in this 
company’s portfolio; its shares in electricity power stations and the like 
only amounted to 633,000 kronor. The debts were considerable, among 
them being 2,262,000 kronor due to SEB and 1,180,000 to AB de 
Lavals angturbin. Construction work had had to be postponed while 
the company engaged in speculation in Asea shares, almost entirely 
financed by SEB (p. 227). SEB’s views about the company became 
apparent in March 1900 when Marcus Wallenberg valued some 40 or 
50 Anlaggnings AB shares of a nominal value of 1,000 kronor at 850 
kronor each. The dividend for 1899 was to be 5 %. The company 
owned 1,250 shares in Asea, “which is a very good business with, as 
far as one can see, excellent prospects of future development.” 

But the brightness of the future soon became shrouded in darkness. 
The international depression from 1900 onwards affected the elec- 
tricity industry with particular severity and the financing of electrical 
installations became especially difficult. Inevitably this meant trouble for 
Asea, which had heavily mortgaged that half of its shares owned by 
itself. The general tightening of the money market during 1900 must 
have made it even more difficult to improve the situation by selling 
shares, while the high bank rate must have made it all the more desir- 
able to do so. Competition with the Swedish firms Luth & Roséns Elekt- 
riska AB, Elektriska AB Magnet and Elektriska AB Holmia, and more 
particularly with the big German firms AEG and Siemens, was becom- 
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ing very severe and necessitating large financial resources. These were 
in the main forthcoming from SEB. At the end of May 1900 Asea began 
to discount its bills with SEB and by the end of the year SEB’s commit- 
ments to Asea had risen from 2,802,000 kronor in 1899 to 3,586,000. 
Moreover in July 1900 SEB took over 2,000,000 kronor of 54/2 % 
bonds at 98. Both Marcus and K. A. Wallenberg urged the completion 
of the affair as quickly as possible, stating that they just had an oppor- 
tunity of placing the bonds at par. 

New capital was needed for Asea’s continued expansion. Shares 
were also subscribed for in a company which took over Asea’s Danish 
agency. Anlaggnings AB completed the electricity works at Kristine- 
hamn and Uddevalla and took over de Laval’s electricity works at 
Kungsholmen in Stockholm. Subscription for shares in a Stockholm 
tramway company also brought orders for Asea. Contrary, it would 
appear, to the agreements of 1896, a company called de Lavals Elek- 
triska AB had been set up in 1899 to manufacture electrical equipment. 
In October 1900, Asea bought this company, and its debts, amounting 
to 850,000 kronor, were guaranteed by Asea and AB de Lavals Ang- 
turbin. 

A further agreement at the end of January 1901 reflected the need 
to secure more resources for new construction as well as to escape from 
de Laval. Asea undertook to pay off 600,000 of the 1,180,000 kronor 
it still owed to Angturbin for the shares purchased in 1899 and was 
granted in return a discount of 80,000 kronor. Asea was to supply 
500,000 kronor of working capital to Anlaggnings AB. In order to 
fulfil this agreement Georg Wenstrém, the head of Asea, turned to 
SEB. This bank had already lent Asea a further 300,000 kronor on 
18 January and on 30 January agreed to take over at 98 % an additional 
300,000 kronor of the previous year’s bond loan. 

Marcus Wallenberg was at this time much preoccupied with the prob- 
lems associated with G. E. Broms and his influence on the mining com- 
panies of Norrbotten. A number of banks were combining to take steps 
to end his influence but these steps resulted in increased commitments, 
not least for SEB (p. 349). This may well have been one of the reasons 
why Marcus agreed to grant more credit to Asea only on rather harder 
conditions, insisting on bonds against most of the funds advanced. He 
insisted that Asea should sign as an additional guarantor for the con- 
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struction company’s loan from SEB, and also that until 1 July SEB 
should be entitled to receive at 98 another 700,000 kronor of the pre- 
vious year’s bond loan; and finally, providing SEB charged the usual 
rates, that Asea should promise to give the bank its main business for 
the next ten years. On these terms Asea received the credit it required. 
The placing of the bonds was made easier by the fact that it was not long 
before the Riksbank began to lower its discount rate sharply (p. 268). 
Nevertheless at the end of 1901 the bank still had a block of Asea bonds 
which were not placed until the following year. 

The publication of the board’s report for 1900 cannot have improved 
Asea’s chances of borrowing money on the capital market. A drop in 
profits was recorded from 353,000 to 295,000 kronor, the blame being 
attributed to the low level of business activity. No provision was made 
for writing off, and dividends on Anlaggnings AB shares which had not 
been collected or were very uncertain were included in the credit col- 
umns. In consequence it was possible to propose a dividend of 5 % on 
a capital recently doubled by a bonus issue of shares, as opposed to 
16 % in the previous year on the old capital. Behind this lay a loss 
by Anlaggnings AB of 80,000 kronor, of which 75,000 was due to the 
reduced dividend on the Asea shares. Anlaggnings AB’s financial posi- 
tion had been endangered by the fall in the value of Asea shares. To 
avoid the liquidation required by the law, Asea accepted 1,500,000 
kronor of 6 % preference shares in exchange for its claims. 

Through its possession of Asea shares Anlaggnings AB was useless as 
a financing company for Asea. “The trouble with Nordiska,” wrote 
Marcus Wallenberg, “has been and is that this company has been acting 
as a merchant bank without being qualified to do so. It hoped to get 
money at 5 % and to dispose of it at 7 %. Exactly the reverse has 
happened. I am very doubtful whether such business (as that of An- 
laggnings AB) can be done in Sweden at all, without a Stock Exchange 
and without the opportunity of disposing of your infant electricity 
companies.” These words show both appreciation of the problems in- 
herent in financing electricity developments at this stage and under- 
standing of the difficulties involved in solving them. The foundation 
of a more effective Stock Exchange had long been under considera- 
tion by the authorities and in February 1901 new regulations were 
published by the Ministry. Later that year the Exchange was reorganised, 
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though without any perceptible result.* The difficulty of selling shares 
at a price which the directors of the firms and the banks felt acceptable 
must have been the reason for such loan transactions as that concerning 
the Asea shares. 

Marcus Wallenberg’s statement was prompted by a memorandum dated 
1 April 1901 sent to him by Knut from Georg Wenstrém headed “Some 
suggestions for the liquidation of Nordiska AB for Elektriska An- 
laggningar in such a way that its technical work is taken over by All- 
manna Svenska Elektriska AB and its financial work by a Finance 
Company.” The proposals were that the capital resources should be pro- 
vided by this finance company which would have a share capital of 
5,000,000 kronor and would obtain further funds through mortgages on 
electricity works built by Asea which would be sold when ever con- 
venient. The finance company was also to take over 2,000 Asea shares 
but to place the voting rights derived from them at the disposal of 
the Asea board for ten years. The intention was to decrease Asea’s debt 
to SEB by 1,000,000 kronor. K. A. Wallenberg said that there was no 
question “that the money is needed if Vasterds [i.e. Asea] is to be able 
to compete successfully for big orders.” It was not easy to get subscrip- 
tions for such a large capital, but Wenstro6m was confident that he could 
dispose of 2,000,000 kronor’s worth in Berlin, Amsterdam and London. 
Marcus Wallenberg said that the bank was favourably disposed towards 
the proposal but was doubtful whether Wenstrom could get share sub- 
scriptions abroad: “still, that is his business.” As far as the bank was 
concerned, they were dealing with a concern that could find money 
elsewhere and which was ultimately quite capable of standing on its 
own feet. 

A meeting took place in May between Wenstrém and Marcus Wal- 
lenberg at which it was decided that the proposed company was not 
practicable. It was suggested that Wenstrém should try to persuade the 
‘Union Elektrizitats Gesellschaft to subscribe a number of 6 % preference 
shares. The buying up of Asea shares which began at this time, and 
which was financed by SEB, may be interpreted as a preparation for an 
issue of preference shares. Marcus Wallenberg, however, refused an in- 
vitation to join the board. He preferred simply to remain available “to 
supply any information that may be required in financial matters.” 
° K. Belfrage, Stockholms fondbérs, pp. 25 ff. 
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Consequently he was still not associated formally with the management 
of Asea and nominally had no responsibility for it. 

All hopes of acquiring new capital by persuading the Union to take 
up preference shares were disappointed. Asea now had to arrange for 
de Lavals Elektriska AB to go into liquidation and this increased its 
debts by 465,000 kronor. Asea’s turnover had fallen from 3,200,000 
to 2,814,000 kronor, while profits remained at 70,000. There could be 
no question of any dividend. Anlaggnings AB was thereby deprived of 
all income from its chief asset, with a book value of 4,327,000 kronor, 
while at the same time its interest payment on debts amounted to 231,000 
a year. It was essential to borrow in order to pay this interest and in 
January 1902 SEB granted a loan of 600,000 kronor to Anlaggnings AB. 

The extreme seriousness of the situation does not seem to have been 
made clear to the leaders of the bank until April 1902 when the balance 
sheet was to be approved. On 18 April Marcus Wallenberg was en- 
quiring from Bing the possibility of finding a first-class man to take 
charge of a big Swedish electricity company. The auditors’ report on 
Asea was ready on 10 May. There were complaints of the board’s action 
in trying to keep Anlaggnings AB on its feet by issuing preference 
shares and in guaranteeing its loans. The purchase of de Lavals Elek- 
triska AB was also criticised. The auditors disapproved of the use made 
of Anlaggnings AB to mortgage shares as a means of reducing co- 
operation with de Laval, and of acquiring liquid assets for Asea. 

On 10 May the board of Asea agreed to consult with SEB about the 
reconstruction of Anlaggnings AB and the possibility of bringing a 
financial expert on to the board. In so doing the board admitted its 
errors. They did try to conceal their defeat, however, by refraining from 
the usual practice of publishing the auditors’ report. When A ftonbladet 
discovered this a month later it launched a violent attack on the board. 
In addition to emphasising the auditors’ criticisms it pointed out that 
not enough provision had been made in previous years against writings 
off. The board was accused of setting up a mysterious sinking-fund in 
shares at the end of the previous year to maintain the flow of dividend 
income from the subsidiary companies. The shares in Anlaggnings AB 
had been acquired “as a result of pressure from one of our big financiers. 
By threatening to set up a rival firm he forced a way for himself and his 
associates into a concern that had hitherto been regarded as a fine one.” 
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The firm was known to be “over-capitalised and in the habit of declaring 
large dividends,” a common practice among firms “which happen to be 
handled by de Laval and his associates.” Part of the affair was said to 
be reminiscent of the transactions arising out of the Gallivare and LKAB 
bond loans. These abuses came to light because the auditors were not 
prepared to absolve the board from responsibility and had all resigned. 
Aftonbladet’s attack must be considered in conjunction with the cam- 
paign it had been waging for the past five or six years against Gustaf de 
Laval and K. A. Wallenberg, whom it presented as members of one 
financial group; this campaign as has been seen, had culminated in the 
previous autumn in the battle over the financing of the mining com- 
panies (p. 353). 

In May 1902, before the article in Aftonbladet, SEB’s statistical de- 
partment had begun to try to discover the real significance of the balance 
sheets presented by Asea and its affiliated companies. For 1901, it esti- 
mated for Anlaggnings AB an actual loss of 260,000 kronor compared 
with the loss of 199,000 shown in the company’s own accounts, a dif- 
ference explained by the use of a renewal and amortisation fund to 
improve the look of things. Similar methods had been used both by the 
affiliated companies and by the parent company Asea itself, the latter, 
for instance, adopting the peculiar device of a sinking fund in shares 
to maintain fictitious dividends on the company’s shares in affiliated 
companies. It must have taken a little time before the bank grasped the 
full implications of all these devices. Numerous notes and calculations 
made in the following years show that gradually the bank’s statistical 
department came to have a fairly complete knowledge of what had 
actually happened in Asea. It is apparent, however, that complications 
of this sort in a firm’s books were something new to the bank and seemed 
to require a fuller investigation of a client’s status than the statistical 
department had hitherto been required to provide (p. 306). 


3. The reconstruction of Asea 
One result of having more accurate information about the condition of 
Asea was that Marcus Wallenberg immediately began to play a more 
active part. He still did not join the board—perhaps because the violent 
press attacks on SEB made it better for him to remain in the background 
—but arranged to be represented on it by Otto Heilborn, a consul- 
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general, who was appointed financial director. Apart from the above- 
mentioned tentative enquiries with Bing no further move was made to 
appoint a new managing director. The contact with Bing did produce 
results in two other matters of considerable importance and helped to 
put new life into Asea—the use of the Diesel motor to produce energy 
for electricity generating stations, and the investment in Norwegian 
waterfalls. The latter gradually developed into a large undertaking and 
is examined in the next chapter (p. 409). The story of the Diesel motor 
continues from the point in the early summer of 1902 when Marcus 
Wallenberg was devoting all his energies to establishing it in the mar- 
kets; he had succeeded in July in obtaining an order for two motors for 
the electrical installations in the Copenhagen Free Port which were to 
be undertaken by Asea. In the autumn of 1902 a Diesel motor was 
installed at an electricity works of Anlaggnings AB, the use of which 
would, it was thought, curtail fuel costs by two thirds, and a year later 
a second motor was installed at another of its works. In the autumn of 
1902 Marcus Wallenberg was anxious to exploit the entry he had gained 
in the Danish market by allowing Asea’s affiliated company to manu- 
facture Diesel motors for it. This was all the more urgent since it ap- 
peared in the spring of 1903 that in the competition for the supply of 
electrical plant it was an advantage to be able to supply Diesel motors. 

When the board of Asea turned to SEB in May 1902, their first object 
was to get help in reshaping Anlaggnings AB. In the previous year this 
company had brought in only a very few orders for Asea—not a surpris- 
ing fact in view of its own financial difficulties. Similarly, such a heavily 
indebted company could hardly hope to obtain further loans. Far from 
fulfilling its intended purpose of being a means of securing credits, the 
company had become a financial burden to Asea. Reconstruction was 
obviously desirable, but would have to be linked with the solution of 
certain other problems arising out of the complicated relationship be- 
tween the interested parties. Angturbin had by now surrendered so many 
of its owners’ rights and claims that it could hardly be expected to take 
the initiative in finding a solution. The position of SEB was very different 
since its credits to Asea amounted to about 2,000,000 kronor and to 
Anlaggnings AB to about 2,650,000 kronor. 

On 21 August, Marcus Wallenberg proposed to found a new construc- 
tion company which would take over the assets of Anlaggnings AB, 
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except for the Asea shares. Angturbin would receive shares in the new 
company in return for its claims on Asea and SEB would accept shares 
in payment for a debt of 1,500,000 kronor owed by Anlaggnings AB. 
On 21 October Marcus Wallenberg drew up his plans for the next 
stage. Seven electricity works, valued in the books at 1,044,000 kro- 
nor would be taken over, as well as shares in three others to the 
value of 104,000 kronor, and 150,000 kronor in Angturbin, together 
with two waterfalls valued at 32,000 kronor, making a total of 
1,330,000 kronor. It was proposed to exchange this sum for 2,000,000 
kronor of shares. The Diskontobank and Angturbin would together 
take up 500,000 kronor of these shares and SEB would take the rest. By 
the terms of SEB’s offer, the claims would be exchanged for shares at 
about 150 % of their book value. 

On 11 November the board of Asea accepted the following final 
terms. The new company would be called AB Skandinaviska Elektri- 
citetsverk, with a capital of 1,600,000 kronor. This was less than Mar- 
cus Wallenberg had proposed but the difference was to be made up by 
a corresponding discount on the exchange of claims for shares. On 18 
December a meeting was held and the company was founded. On the 
board were the manager of Angturbin, D. Norrman, C. F. Vougt, a 
civil servant who had been working with Marcus Wallenberg on the 
problems of Asea, and the manager of Anlaggnings AB, H. Thoresen, 
who was to manage the new company. This company did not acquire 
any fresh funds but, unlike the assets of the old company, its own were 
not completely mortgaged. Asea moreover was relieved of debts amount- 
ing to 2,000,000 kronor which SEB and Angturbin took over in the 
form of shares. 

Shares at a nominal value of 1,200,000 kronor were accepted by SEB 
and transferred to AB Providentia at a price of 400,000, i.e. well below 
the sum of 1,500,000 kronor by which the bank’s debts from Anligg- 
nings AB had been reduced. The bank wrote off the difference. The 
consequence was a great reduction in the bank’s book commitments 
to the Asea group at the end of 1902 although no money was repaid to 
SEB. The bank’s claims on Anlaggnings AB were now reduced to 
1,000,000 kronor against the security of the company’s only remaining 
assets, Asea shares to a nominal value of 2,500,000 kronor. This claim 
remained outstanding because AB Skandinaviska Elektricitetsverk re- 


392 


THE RECONSTRUCTION OF ASEA 


tained until 1905 the right to redeem these shares at 80 %. This right 
was not exercised, and the debt was left unpaid and bearing no interest. 
It was finally paid in 1906 and the security was then sold. A small 
balance seems to have been left for the shareholders of the company, of 
whom Asea was one. It was therefore not until 1906 that SEB was 
relieved of its commitments to Anlaggnings AB. What was achieved in 
1902 was an improvement in Asea’s position, making it possible for the 
bank to lend more money to the company. During the latter half of 1902 
this credit was increased by 460,000 kronor. 

The financial position of Asea came up for consideration again when 
Marcus Wallenberg, having completed the reorganisation of Anlagg- 
nings AB, turned to the problem of finding a new managing director 
for Asea. On 12 December he wrote to Knut that he had come to the 
conclusion that Wenstr6m “must be replaced by a more competent man. 
I have got my eye on some possibles and am busy investigating them.” 
Two days later he wrote to the thirty-two year old head of Gothenburg’s 
tramway system, J. Sigfrid Edstr6m, and invited him to call at SEB on 
his next visit to Stockholm. Marcus Wallenberg and Oscar Lamm had 
previously found an excuse to visit Edstr6m in Gothenburg and had been 
very favourably impressed. Edstrom had already made a name as an 
expert on tramway problems, having been in charge of the electrification 
of the tramway system in Ziirich before coming to Gothenburg to under- 
take a similar assignment. His reputation in this field brought a number 
of requests for his services from various Swedish towns in the years that 
followed. In fact he had a position which provided a number of useful 
contacts for the sale of Asea products. At this time the Diesel motor 
had still not made its name. John Schmidt was having difficulty in 
obtaining for AB Diesels Motorer the order for power motors for the 
electricity works in Norrk6ping where Allgemeine Elektrizitats Gesell- 
schaft was to install the electrical equipment. Edstr6ém was engaged by 
Norrk6ping as a tramway expert. It was through Schmidt that Wallen- 
berg came to hear about him. 

The meeting with Edstro6m took place on 28 December. Next day 
Marcus Wallenberg wrote to Knut that he was about to get a new head 
for Asea “but I daren’t mention his name as I’m afraid the thing might 
fall through.” By New Year’s Eve he was sure of his ground, however, 
and not only mentioned the name but also was arranging with Wenstrom 
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that the date of his retirement should be 1 July 1903. Edstrém requested 
that the matter should still be kept quiet as he was about to visit America, 
England and Germany on a study trip, and wanted to call himself a di- 
rector of tramways. Oscar Lamm felt that he was the right man. “T hope 
so too;” wrote Marcus, “it would take a load off my shoulders.” Ed- 
strom came to Stockholm on 6 January but had not yet made up his 
mind. After a four-hour discussion at the Grand Hotel Marcus Wallen- 
berg reported that Edstrém seemed “anxious to back out, stating that 
the company’s financial position appeared too precarious.” After three 
days of talk Edstrém returned to Gothenburg without having come to 
any agreement. He was sent more material to study about Asea, includ- 
ing the auditors’ alarming report for 1901 which had apparently only 
just reached Marcus Wallenberg. Edstrém still felt that most of the 
firm’s assets had been overvalued and that its position was barely ten- 
able. There was no working capital and borrowing was expensive. 
Edstrém proposed that the shares should be written down to their real 
value and that 1,000,000 kronor of new capital be obtained. If these 
conditions were fulfilled he was prepared to accept the managership. 
He was not prepared to join the board of a company from which he 
might be compelled to resign after only one or two years. What is re- 
markable is how uncertain everyone seems to have been at this stage of 
the real facts about Asea, and also how suspicious Edstrém was. 

At this juncture the situation in Norrbotten, the bank’s main centre 
of interest, was by no means clear. The ore exports through Narvik had 
started according to plan, but Broms had proposed that the SEB group 
should take over a majority holding of shares in LKAB, even though 
he was at the same time sounding out other possibilities both in Sweden 
and abroad. K. A. and Marcus Wallenberg were inciined to agree though 
they were well aware of the demands that this would make on their 
resources, and that it would lock up for a still longer period the funds 
they had already committed. At the end of 1902 these amounted to 
7,813,000 kronor, quite apart from the bank’s holding of bonds (p. 373). 
Moreover the complications with the mines had also made the financing 
of the Norrbotten sawmills more difficult. In order to clear up this 
situation Nordiska Travaru AB had been founded, and SEB had 
accepted bonds from it for more than its claims were worth though it 
was unable for the time being to place any of them. When the company’s 
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shares could not be placed, this resulted in further demands for more 
money in February 1903 (p. 361). Closely connected with the diffi- 
culties of both these customers was the moratorium which had to be 
arranged in January 1903 for Norrbottens Enskilda Bank. Here SEB 
had claims for 4,370,000 kronor (p. 374). 

Edstrém therefore had to be satisfied without the promise of any large 
credits. Marcus Wallenberg, Heilborn and Lamm went to Gothenburg 
and on 21 January reached an agreement, formally between Marcus 
Wallenberg and Edstrém and guaranteed by K. A. Wallenberg. Edstrom 
undertook to serve as head of Asea for five years, in return for a salary 
of 20,000 kronor and a royalty of 2 % with a minimum of 5,000 kro- 
nor. If Edstrém were not re-appointed at any time, or if his salary could 
not be paid because the company had been liquidated, Marcus Wal- 
lenberg undertook to pay Edstrém 25,000 kronor a year for the 
remainder of the contract period. Edstrém would have the option of 
buying at par 20,000 kronor of shares in Diesels Motorer. Marcus Wal- 
lenberg promised to try to obtain, through negotiations with the share- 
holders, 1,000,000 kronor of preference share capital for Asea. SEB 
would only charge, as in the year before, the modest interest of 5 %, 
“until in the bank’s opinion the company can afford the full market 
rate.” There could be no legal undertaking to supply the company with 
all the working capital it might need under all circumstances, but the 
history of the bank, wrote Marcus, “should make it clear that we have 
known on many occasions how to keep a floundering industrial concern 
afloat until times improve, and above all, until the necessary changes in 
management bring it safely into harbour.” 

The extensive obligations accepted by SEB and the Wallenberg broth- 
ers to make sure of securing the services of Edstrém for Asea show 
how convinced they were of the truth of this last sentence. The same 
attitude had been adopted in December 1899 when it became important 
to persuade Arvid Lindman to go to LKAB. On the present occasion 
the financial commitments were not heavy as the bank could not afford 
much as long as its commitments in Norrbotten remained unchanged. 

On 23 February 1903 the board sent a message to all shareholders 
informing them of the impending change of managing director. It was 
also stated that financial reorganisation was necessary in order to secure 
the expected orders for, e.g., new tramway and railway equipment. This 
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produced a sharp attack from Aftonbladet under the headline ‘Allman- 
na Elektriska facing disaster?” Once again the paper produced the old 
arguments against the board and warned the shareholders to beware of 
throwing good money after bad. The irritation caused by this attack 
appears from the prompt reply in Affarsvarlden with which Marcus 
Wallenberg was closely connected. This article was headed ‘A ftonbla- 
det attacks Swedish Industry.’ The writer maintained that the reiteration 
of these old misunderstandings meant that the suspicions of the public 
were being unnecessarily aroused, thus hampering the task of reconstruc- 
tion which the new regime required. The press campaign could hardly 
help to persuade the old shareholders to subscribe for new shares. 

On 8 April Edstrém and Vougt laid before Asea’s board a proposal 
for the reconstruction of the company which included the writing down 
of the share capital from 5 million kronor to 2 million, and an issue of 
1,000,000 kronor of 8 % preference shares;- as earlier discussions had 
suggested. On 17 April, however, Marcus Wallenberg drew up the 
following memorandum which radically changed the situation. 


“The reconstruction of Allmanna Svenska: 


If each and every shareholder of the present issue of 5,000 shares of 1,000 
kr subscribes for a preference share of 500 kr, the old share will be converted 
to an ordinary share of 500 kr i.e. there will be subscribed: 


Preference ssharesim seca ee oe 2,500,000 kr 
Of these, 

Angturbin will subscribe ........ | 270,000 kr 

Other shareholders... 3/4 c0 us ace _,..230,000 

Skandinaviska Elektricitetsverk .. 2,000,000 2,500,000 kr 


If Angturbin is unwilling then SEB should not consider this plan further. 
The advantage would seem to be that the company would be a good one 
and would soon be in a position to declare dividends on its preference shares 
which would then become saleable. 
The consent of the courts would not be required for this change.” 


The important change in the new plan was that 2,500,000 instead of 
1,000,000 kronor would be found for Asea. Also a smaller sacrifice 
was required of the old shareholders than that envisaged in the earlier 
plan, while the preference dividend was reduced from 8 % to 6 %. The 
new shares would be less tempting, and it was assumed that the bulk of 
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the subscription would come from AB Skandinaviska Elektricitetsverk 
rather than the old private investors. As this company had hardly any 
means of its own it must have been envisaged that the money would be 
borrowed from SEB. The most important aspect of the plan was that 
SEB would contribute twice as much as proposed in the first plan. 

The reason for the change is obvious. This memorandum was pro- 
duced on the day that Stockholms-Tidningen announced the govern- 
ment’s agreement to Grangesberg’s conditions for a final settlement with 
Broms (p. 376). SEB had great confidence in any government headed 
by Bostrém and had reason to suppose that, as in the Ofoten affair of 
1898 (p. 239), he could carry the Riksdag with him. A solution in this 
sphere would set free for SEB many assets which might then be trans- 
ferred to the electricity industry, the field of economic activity which 
was now succeeding the iron mines as SEB’s main commitment. 


4. Asea moves forward again 


Marcus Wallenberg did not succeed in persuading Angturbin to sub- 
scribe even for the modest quota of shares allocated to it and he was 
obliged to undertake to try to persuade Asea to maintain dividend pay- 
ments on the preference shares, obviously in order to get Angturbin to 
agree instead that AB Skandinaviska EleKtricitetsverk should under- 
write the whole issue. In the end the older shareholders used their right 
to subscribe only to the extent of 53,000 kronor, leaving 2,447,000 to 
be found by AB Skandinaviska Elektricitetsverk. Faced with such a de- 
mand, and remembering the fate of Anlaggnings AB, Thoresen ex- 
pressed his fear that subscription on this scale would distort the com- 
pany’s function “of acting as a productive concern itself.“ 

Thoresen’s anxiety was understandable. Again he found that the firm 
of which he was the head was being used as a tool to procure bank 
credits for Asea. The whole of its subscription for Asea shares was to be 
financed by loans from SEB. No interest was paid during the first years, 
but the sum was added to the capital debt. On the other hand the inter- 
mediary company was this time given a more independent position in 
that its own shares were not deposited as security for a loan from the 
bank. Instead three-quarters of its shares were owned by the bank 
through Providentia. SEB’s relation to Asea had changed from that of 
external creditor to that of owner. Though legal requirements were 
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complied with, the Bank Inspector commented adversely on this arrange- 
ment. He suggested that the bank would not be satisfied with the big 
sums it had already placed at the disposal of the company, but would 
continue to supply with ample working capital a company of which it 
was the owner (p. 295). 

This did indeed prove to be the case. Loans and credits to Asea and 
AB Skandinaviska Elektricitetsverk rose almost uninterruptedly from 
3,695,000 kronor at the end of 1903 to a peak of 6,882,000 kronor at 
the end of 1907; another 2,500,000 kronor had in fact also been com- 
mitted, but this was written off. For several years the bank received very 
little or no interest on some large sums it had lent, and of course no 
interest at all on the sums it had written off. No commission was 
charged for the credits until 1911 and the first dividends on the pre- 
ference shares were not received until 1908. Thus for several years 
Asea had access to plentiful funds at low interest, an invaluable boon 
for a concern which was primarily concerned in manufacturing capital 
goods. 

That so much money was needed was largely due to the energy 
which Edstrém displayed as organiser and salesman. His activity began 
immediately after his agreement with Marcus Wallenberg and before he 
actually took up his new post. He secured the services of Emil Lund- 
quist, who was at that time practising as an engineer in South Africa, as 
production manager, an appointment which resulted in a complete 
reorganisation of the workshops. The first large order secured by Ed- 
strom was for the electrification of Stockholm’s tramway system and he 
postponed his trip to America in order to handle this matter. 

Edstrom for the most part worked very closely with Marcus Wallen- 
berg. He has said that during the first few years the two of them used to 
meet once a week, and continually exchanged letters.’ Important letters 
in Asea’s own correspondence were also apparently communicated to 
Marcus Wallenberg. Marcus still did not join the board of Asea, how- 
ever. The bank continued to be represented by Heilborn until his death 
in 1909. C. F. Vougt served as auditor after 1907 together with Rich. 
Julin who had closely watched the development of the company for a 
long time. Marcus Wallenberg’s main contribution was the promotion 
of the sales of Asea products. As this led to greater entrepreneurial 


7 J. Sigfrid Edstrém, En levnadsteckning, p. 162 
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activity, notably at Yngeredsfors and in the question of power from the 
Norwegian waterfalls, in will be dealt with in separate chapters, and 
only his less important activities will be mentioned at this point. 

To protect the industry from competition from German electrical 
firms a bill had been brought forward in the Riksdag by A. Kempe of 
Vasteras as early as 1901 to raise the import duty from 10 % to 20 %, 
but it had not been passed. Kempe tried again in 1903 and this time 
gained the support of the First Chamber but failed in the joint voting. 
In October 1903 Marcus Wallenberg began to prepare to launch a 
campaign in the 1904 session of the Riksdag. He used for this purpose 
his connexion with the protectionist editor of Helsingborgs Posten, Gus- 
taf E. Ericson, but, not considering it desirable that he should appear 
himself, left Edstr6m to handle the campaign. Edstrém became very 
active in the lobbies of the Riksdag, and a bill raising the tariff to 15 % 
was passed following a motion submitted by O. V. Lundberg, a friend 
of Wallenberg’s. Earlier, attempts had been made by Asea to reach a 
cartel agreement with its most dangerous competitor, AEG. Edstrém 
was particularly concerned about this and in July 1903 Marcus Wallen- 
berg, Heilborn and he went to Berlin to discuss the matter. The con- 
ference was not very promising, and the written proposals subsequently 
drawn up by AEG were unacceptable. Both Edstré6m and Marcus 
Wallenberg felt that they would have been left at the mercy of AEG. 

When the electrification of the Malm6 tramways was projected AEG 
came near to cutting out Asea even though Edstrém had been techni- 
cal consultant in the matter. Initially both companies worked together 
and it was arranged for Asea to supply most of the equipment. The 
tramway board at first accepted but then in 1906 refused the guar- 
antee given by SEB and insisted on having deposited government or 
municipal bonds which would be easily realisable. The new decision 
may have been due to the presence on the board of Consul Aug. Schmitz, 
originally a German citizen and now the head of Malmo Yllefabrik and 
several other textile firms. However, SEB duly deposited £ 31,000 of 
English government consols (p. 77) to satisfy the guarantee requirements 
and Asea got the order. 

This episode was clearly regarded as a disquieting sign of further 
difficulties, particularly concerning an important new customer, Syd- 
svenska Kraftaktiebolaget, the founding meeting of which was held on 
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27 March 1906. This company was proposing to develop a number of 
waterfalls on the river Lagan in order to supply power to the towns of 
Malm6 and Halmstad and to towns lying between; later it might extend 
its operations. Schmitz was its principal founder and he became manag- 
ing director. The plans were worked out in close co-operation with Ger- 
man technicians. Marcus Wallenberg immediately sounded the alarm 
and wrote to two friends, Axel Westman a lawyer in Halmstad, and 
August Munck af Rosenschéld, the Burgomaster of Landskrona. He 
pointed out that Consul C. Bolinder, who was the agent of AEG in 
Sweden, had joined the board and that he was sure that Schmitz always 
helped AEG. “I feel sick,” he wrote, “when I see how often ‘die 
dummen Schweden’ let the Germans in particular foist their wretched 
wares on us when the same stuff could be bought better and cheaper in 
Sweden.” Besides AEG had less experience in conveying power than 
Asea which was building the longest power line in Europe, from Ynge- 
redsfors to Gothenburg (p. 406). This protest may well have helped, 
when the orders went out in the following year, to secure for Asea a 
contract for all eight generators, with AEG supplying the transformers. 

The value of financial strength in times of competition was clearly 
shown when attempts were made to win several large orders from 
Russia, a market in which Edstrom was keenly interested. In the summer 
of 1904 Asea had the opportunity of competing for a very attractive 
order, the laying out of a tramway system in Tsaritsyn (Stalingrad) on 
the Volga. Payment was not to be made in cash but in 5 % bonds at 
97. This required the co-operation of Marcus Wallenberg. Without 
hesitation he agreed to attempt to place the bonds, though he was a little 
concerned about the difficulties presented by the fact that Russia was 
then at war with Japan. At first he tried to place the bonds in Germany, 
but then found an interested person in A. Bonzon who was in Stock- 
holm as representative of the Crédit Lyonnais in negotiations for a 
government loan (p. 321). Bonzon later transferred the matter to his 
successor as broker in Lyons, Hubert Dumenge. K. A. Wallenberg tried 
while in Paris to exert his influence, but Dumenge declared that the 
suggested price of 97 was only possible if the underwriter could dispose 
of the bonds at a discount. As a 6 % Russian government loan was to be 
placed in France at 92 and the bond consortium required at least 7 %, 
the contractor could only count on getting 85. This news was depressing. 
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The price offered would have to be raised by 13 %-15 % to cover the 
losses on the bonds. 

At this point negotiations were brought to a close. The bank had 
tried to use its contacts with the French bond market in order to secure 
a big order for Asea, and had failed because the Russian government 
urgently needed money for war purposes and because competition was 
too severe. 

On the whole, however, SEB’s activities on behalf of Asea were 
successful, as the company’s turnover figures show. These rose from 
3,200,000 kronor in 1902 to 9,300,000 in 1906 and 12,300,000 in 
1907. This figure was the highest reached during this period of the 
company’s growth. At the beginning of 1904 there were orders on the 
books worth 715,000 kronor but by 1907 there were orders to the value 
of 4,500,000 kronor. It was not until 1907, however, after the period 
described here, that the company showed a profit that justified a divi- 
dend, and even then only on the preference shares. 

The policy of consolidation for Asea inevitably reduced the possibility 
of unloading the company’s debts on the capital market. External factors 
—perhaps the unusually favourable conditions on the capital market— 
must be assumed to have been the reason why any unloading at all was 
attempted before 1907. In 1905 a wave of share speculation spread over 
the country despite the warnings of Affdrsvdrlden and in the course of 
the year the price of Asea shares rose from 280 to 380 kronor; by 
February 1906 they were being offered at 390 (p. 273). 

The reconstruction agreement of 1902 had provided that as security 
for the grant of a credit of 981,000 kronor for Nordiska AB for Elek- 
triska Anlaggningar, 2,500 ordinary shares in Asea would be deposited 
with SEB which were not to be sold until 1906. In November 1905 
these shares were transferred to C. M. Victorin, a businessman who 
made contact with a number of brokers and disposed of the shares to 
them in return for cash payments during the first half of 1906. It 
appears that the bank altogether received 1,000,000 kronor and was 
thus only partly recompensed for the interest payments which had 
lapsed. The shareholder, i.e. Anlaggnings AB, made a small profit on 
the deal, most of which went to Asea. 

To summarise, SEB received only a very small amount of help 
from the capital market in the financing of Asea during the years of 
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expansion from 1904 to 1906, and it was the bank’s own resources 
which were used for the purpose. The assistance was by no means 
limited, however, to that described above. To secure orders for Asea, 
it became the deliberate policy of the bank to assist in the founding of 
other industrial undertakings, which were not necessarily connected 
with Asea. 


5. The Yngeredsfors Power Company 


More business would obviously come to the electrical engineering in- 
dustry through the provision of electricity for industrial use rather than 
for such consumption purposes as lighting and tramways. As the need 
for power grew the choice of the best source of energy became in- 
creasingly urgent, and this really lay betweén combustion motors and 
water power. The loss of power involved in the transmission of current 
over long distances was only gradually reduced through the supply of 
electricity of sufficiently high tension. Then for higher tension supplies 
to be profitable they had to be used on a considerable scale. The first 
transmission of a three-phase alternating current was over a 13.7 kilometre 
stretch from Hellsj6n to Grangesberg, prepared by Asea in 1893 with a 
voltage of 9,500. Orebro Elektriska AB was the first and for a long 
time the only concern in the country to have a widespread distribu- 
tion network; in 1899 this company built a transmission system 22 
km long, with a tension of 15,000 volts. In 1903 a system of 20,000 
volts and 55 km in length was built to the iron works at Sandviken.® 
One main difficulty which complicated the transmission of electric 
power over long distances, and hence the fullest use of water power, 
was undoubtedly that it had to be done on a large scale. Costs were 
therefore high and finance became a problem, and it was not always 
easy to sell all the power that was available. Another complication arose 
from legal uncertainties and obstacles. The right to develop a waterfall 
implied the right to own both banks of the river in the immediate 
vicinity, but these were often in the hands of several owners, with dif- 
ferring titles to the land. It could be particularly expensive to acquire 
the right to develop a waterfall in a settled area where the power pro- 


8 F, Hjulstrém, Sveriges elektrifiering, pp. 82, 105 ff., 133 f. 
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duced could be most profitably disposed of. In addition during the case 
which came before the courts as a result of de Laval’s attempts to 
develop the Trollhitte falls for his smelting company (p. 215), a royal 
prerogative of the 1690s was quoted. The Crown claimed certain rights 
over large waterways without any claim to the banks on either side. The 
Crown won its case and in 1901 this judgment was upheld in the High 
Court. The case aroused great interest and legal opinion was sharply 
divided.® In 1896 legislation began to be prepared to clear up doubtful 
points affecting electricity production. The situation became much easier 
after an act passed on 27 June 1902. According to this law, the Crown’s 
permission was necessary for the erection of private high-tension cables, 
but such permission also authorised expropriation if owners of land 
refused to allow the cables to pass over their land.'° 

The first big hydro-electricity scheme in which SEB became interested 
was that planned for Yngeredsfors on the river Atran, about twenty 
km from Falkenberg. The total fall of water was 18 metres. It was 
calculated that at low water there would be 5,200 h.p. to drive the tur- 
bines but for the greater part of the year there would be 8,250 h.p. The 
network of lakes which fed the waterfall was a relatively small one 
producing an irregular supply.** There were no industrial concerns 
nearby which would need power, so that a demand would have to be 
created either there or further afield. The possibilities of the site were 
already being discussed in 1891 and by 1898 the first detailed plans had 
been made. The technical side was in the hands of J. G. Richert, the 
leading engineer in this field. It was proposed to use the power generated 
for the production of calcium carbide, an industry which was expanding 
rapidly at this date, and it was hoped to find the necessary capital in 
England. These plans did not materialise and Molneby AB, which 
already owned a large part of the river banks and was acquiring the rest 
from various owners, devoted itself to clearing up the technical and 
legal obstacles which still lay in the way of the full development of the 
waterfall. After the Crown had said that it did not intend to assert any 
rights and the court had made it plain that there was no legal obstacle 


9 B. Hagelin, ‘Striden om Trollhattefallen’ in Trollhattan, dess kanal och kraftverk, 
II:1, pp. 93 ff. 

10 H. Falk in Nytt juridiskt arkiv 1904: Il nr 6. A. Aberg, Sydkraft, pp. 15 f. 

11 R. Jobson in Tekn. Samfundets handlingar, 1906:5. 
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to the development of the fall, Yngeredsfors Kraft AB was founded 
in 1899. Its formation was due to the co-operation of two parties, the 
owners of Milneby, J. M. Hansson of Hid and Richard Nystrém of 
Karlstad, on the one hand and William Olsson on the other, each side 
providing half the share capital of 240,000 kronor. It was obviously 
intended that Olsson, with his far-reaching industrial and financial con- 
nexions, was to be in charge of the project. 

It was not until October 1901 that William Olsson actually worked 
out the costs for producing power with English capital. His project in- 
cluded plans for the production of caustic soda at a factory in Falken- 
berg or possibly Halmstad. He also proposed that Swedish banks as well 
as English financiers should be invited to help with the issue of a bond 
loan, though Swedish finance would only play a minor part, presumably 
along lines similar to those which Olsson was working out for the amal- 
gamation of the Norrbotten sawmills (p. 358). In August 1902 William 
Olsson decided to go ahead with the project for Halmstad,—in fact with 
an ambitious plan involving the transmission of power for double the 
original distance projected. The reason was partly that Halmstad had 
begun to consider its own power requirements in earnest and had begun 
to work out plans in consultation with AEG in Berlin. This company 
would buy a large group of shares in a projected power concern; the 
town of Halmstad would also take up a number of these shares. SEB 
was informed of these plans and seems to have been invited to take part 
in the financing of them. The town was to guarantee a minimum con- 
sumption of electricity which would cover the cost of erecting the plant, 
and in return the Yngeredsfors company was to build an experimental 
workshop where any surplus power would be used and where full-scale 
trials could be held to test “the commercial value of inventions in the 
field of electro-technics and electro-chemistry.” This part of the proposal 
was the result of the close co-operation between William Olsson and two 
leading inventors, F. A. Kjellin, who had successfully experimented with 
an electric furnace for the smelting of steel at Gysinge, and J. G. Grén- 
dal, who had invented new methods of refining ore by magnetism and 
of making charcoal.” 


2 E. Trana, ‘F. A. Kjellins elektriska induktionsugn’. Daedalus 1933. E. F[itger], ‘Metal- 
lurgiska harfvans historia’. Affarsvarlden 1913, p. 1228. G. Dillner, Nagra drag av den 
svenska tackjarnstillverkningens utveckling sedan dr 1900. O. Frick, ‘Den elektriska 
smaltningens foretrdde’. Jernkontorets Annaler 1905, pp. 33 ff. 
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William Olsson had far-reaching plans which were of much interest 
to manufacturers of electrical equipment. It was intended from the start 
that the Halmstad projects should be financed by AEG and that 
therefore the main orders would go there, but in February 1903 certain 
Swedish firms including Asea were invited to submit tenders. In the 
summer of 1903 William Olsson once again laid the Yngeredsfors plans 
before Marcus Wallenberg. He drew attention to the experience he had 
gained as a director of Orebro Elektriska AB and declared that all 
big towns would soon be able to absorb any surplus of power. “It is on 
these grounds that I can maintain to people like yourself who are 
experienced and interested in the development of new industries, that 
these Yngeredsfors shares ought to be very tempting.” In return for 
being allowed a loan of 200,000 kronor against the security of his half 
of the share capital, he agreed to give the bank an option to buy half his 
share for 100,000 kronor. Marcus Wallenberg went with Edstrém and 
Olsson to have a look at the waterfall. He reckoned that it would be 
possible to sell 1,000 h.p. at 80 kronor per h.p., over and above the 
amount contracted for by the town, and that it would be possible to pay 
interest on capital at a rate of 6 %. He would not be content, however, 
with a minority holding of shares. If he was to finance development for 
two years he wanted an option on half the Mélneby holding of shares 
also. 

At this moment William Olsson was about to pay 790,000 kronor for 
his shares in Nordiska Trévaru AB while at the same time his hold- 
ing company, AB Molnbacka-Trust, needed funds for the purchase 
of Nors Jernbruks AB. It was therefore possible to put a certain amount 
of pressure on him. SEB gave Mdlnbacka a loan of 1,200,000 kronor 
for two years. William Olsson’s debts to SEB went up by 150,000 
kronor and Marcus Wallenberg renewed his guarantee of Olsson’s 
loan from the Kristinehamn bank (p. 343). In return for these services 
the bank acquired the options they wanted on the Yngeredsfors shares 
at par, instead of at the higher price which had at first been asked. 

By the summer of 1904 Olsson had completed his plans for a factory 
in Halmstad to carry out the electric smelting of steel by the Gysinge 
method. The new influence in the firm now wielded by SEB explains 
why it was Sigfrid Edstrém who made the necessary calculations. The 
purchase of the waterfall, its development, and the transmission of 
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power to Halmstad were expected to cost 1,300,000 kronor, of which 
500,000 was for the waterfall. Olsson believed that it would be possible 
to smelt steel for 15 kronor a ton if electricity could be supplied at 50 
kronor per h.p. The 300,000 kronor which the experiment would cost 
would be spent “without any real risk” if it was asociated with the Halm- 
stad project. The latter was expected to run at a loss for the first three 
years, but with the installation of an electric steel furnace it should 
show a profit in its second year. Pig iron from the Lulea ironworks 
could be used as a raw material. The plan was thus composed of three 
separate items from the several fields of industry in which Olsson was 
interested and well exemplified the boldness, energy and imagination 
which he displayed in launching his ideas. 

Very soon, however, one of the three propositions collapsed. Ed- 
stro6m went to pay a visit to Halmstad and reported the arrival on the 
scene of various competitors who were hoping to develop two water- 
falls on the river Nissan and Karsefors on the river Lagan; the latter 
closely resembled Yngeredsfors but had a larger and more regular 
supply of water. He suggested that the Yngeredsfors power ought really 
to be transmitted to Gothenburg; even though the distance was greater 
a better price would be obtained there, in addition to the fact that the 
harbour facilities were more convenient for the smelting works. The 
snag they had struck was the beginning of the scheme to develop the 
hydro-electric power of the Lagan which was later to grow into Syd- 
svenska Kraft AB (p. 400). Moreover the transmission of power over 
long distances was being improved. Asea and SEB must have learned 
something from the 83 km stretch of power line between Kykkelsrud 
and Slemmestad in Norway which was completed that autumn. Marcus 
Wallenberg had in fact turned down William Olsson’s plans even before 
Halmstad did so. As he wrote to Edstr6m who was in America at the 
time, he was trying to acquire “through a suitable intermediary Mr. 
Hansson’s share of the waterfall,” and to work out some means whereby 
Asea and Papyrus together might develop the project at low costs in 
order to supply power to Papyrus, Mélndal and Krokslatt. Then, how- 
ever, they might run up against competition from Trollhattan. 

Marcus Wallenberg was obviously unwilling to put any money into 
an electrical steel works but supported the proposal to transmit the 
power generated at Yngeredsfors to Gothenburg, presupposing that such 
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a scheme might prove relatively cheap. It would also meet the needs of 
AB Papyrus, in which he had a great interest (p. 178). This company 
was at the time drawing what electricity it needed partly from the water- 
falls in the MolIndal river and partly from a steam generating plant of 
its own. Lack of water and the rising price of coal were a permanent 
cause of anxiety, however, since the factory’s need for power increased 
as fast as its capacity. The head of the firm, G. Danielsson, was pro- 
posing to expand output by introducing Diesel engines, but changed 
his mind and began to consider the alternative possibility of exploiting 
the Yngeredsfors fall. He urged upon Marcus Wallenberg the need to 
solve the power problem. Just at this moment Gotafors, another of 
SEB’s projects in Molndal (p. 133), and Papyrus were both hit by 
water shortages. Marcus Wallenberg pointed out that on one occasion 
Hofors had lost 200,000 kronor through water shortage and would 
have been ready to pay so highly for power that any concern able to 
supply it would have paid off all its debts in a year. In Canada Ed- 
strom found confirmation of the views he had already expressed about 
Yngeredsfors. He did not believe that Trollhattan would be ready 
for ten years. A detailed survey by Asea estimated the costs of con- 
struction at 1,100,000 kronor while 400,000 kronor would have to 
be paid for the fall. For this outlay the fall would yield at low water 
1,400 h.p. at M6lndal while reserve supplies from Papyrus and other 
associated firms would bring this figure up to 2,000 h.p. 

Any solution which did not provide for the electrical steel works 
which Olsson wished to establish was bound to meet with a certain 
amount of opposition from him, particularly as the town of Falkenberg 
had agreed to his plan for such a works. Olsson would therefore have to 
be bought out. The price remained at the figure demanded by him the 
previous summer, 400,000 kronor for all the company’s nominal shares. 
These were bought jointly by Papyrus and Asea and the transaction was 
complete by 7 February 1905. The financing was arranged by SEB 
which opened a current account for 400,000 kronor against the security 
of Yngeredsfors shares. As the work of construction proceeded one party 
would draw bills on the other. 

The transaction was on the whole carried out as above. The water- 
fall was paid for from a current account opened for Papyrus against 
the security of the shares and Asea’s guarantee. The new owners did 
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not pay in any of their own money and in fact the whole share capital 
came from the bank and was immediately spent on the purchase of the 
waterfall. This was a new undertaking for which the bank was entirely 
responsible. Even the money for the development of the property was to 
be provided by the bank. The form in which it was made available, the 
discounting of bills, may have been adopted because by rediscounting 
the bank could more readily acquire liquid funds. 

It seemed important to finish the construction work as quickly and 
cheaply as possible. One of the means used to achieve this was the use 
of wooden pylons to support the cables, even though they had to be 
carried over a distance of 120 km, compared with the previous longest 
distance of 83 km, and at a tension of 40,000 volts, compared with 
20,000 volts. Work was begun at the falls before the final plans were 
available and alterations had to be made while the work was in progress, 
resulting in delay. The project was in fact expanded to allow for a 
capacity of 8,250 h.p., that is to say the power which could be envisaged 
for the greater part of the year. Owing to legal uncertainties surrounding 
the water supply it seemed best to abandon the work intended to regulate 
this, and instead to construct a steam plant to augment the supply of 
power at low water. This plant was placed at Varberg to which a branch 
line was brought. Building under boom conditions must have presented 
certain difficulties of its own. By the end of 1906 SEB had already put 
1,747,000 kronor into the project which was still by no means finished. 

The development of Yngeredsfors was planned on the assumption that 
good markets were available close at hand and that costs would be 
limited. Before long a wider market and higher costs were envisaged, 
showing that the promoters had great confidence in their project and 
that the bank had ample funds. Looked at still more generally, the 
project shows that the bank was deliberately investing its resources in 
promoting the commercial use of electricity, a fact to which its commit- 
ments to Asea and the Norwegian waterfall projects also bore witness. 
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THE ORIGINS OF THE NORWEGIAN 
NITRATE INDUSTRY 


1. The beginnings of electricity in Norway 


The transformation of water-power into electricity is something of such 
importance to Norwegian industry, something so obvious nowadays, that 
it is necessary to note how recently the prerequisites for such a develop- 
ment have come into being. At the turn of the century Norway can be 
said to have had 614 electric power stations producing altogether 50,000 
h.p., of which 34,800 h.p. was generated by water-power. Sweden at that 
date had a capacity of 89,000 h.p. of which 54,000 h.p. was generated 
by water-power.* Water-power was in fact only slightly more important 
as a producer of electricity in Norway than in Sweden. It is also signifi- 
cant that Marcus Wallenberg thought it worth his while to develop a 
market in Norway for his Diesel motors which were then mostly used for 
the production of electricity (p. 379). In both Norway and Sweden at 
this time street lighting and the requirements of private customers were 
usually supplied from electricity works powered by internal combustion 
engines while water-power was generally used to produce electricity for 
industrial needs. In Norway the water-driven power stations were on the 
whole fairly large, most of them being situated on the river Glommen 
and in one of the most densely populated parts of the country where 
industrial concerns already existed to use the power produced. An Eng- 
lish pulp firm which controlled A/S Borregaard owned half of Sarpsfoss, 
which had been developed by 1898 to produce 1,200 h.p., and ten years 
later to produce 12,400 h.p. The other half of the waterfall was bought 
by a Norwegian consortium which set up A/S Hafslund to develop it. 
Money for development had to be found abroad, however. The German 


1 Anker Olsen, Norsk Hydro p. 120. F. Hjulstrém, Sveriges elektrifiering p. 213. 
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firm of electrical engineers, Schuckert, who built a power station to 
produce 7,200 h.p., also erected a carbide factory to make use of the 
power produced. The whole plant was ready in 1899, but this was the 
year when the Kristiania banks were badly affected by the building 
slump and consequently had difficulties in meeting their clients’ require- 
ments. Schuckert had to give further help and a number of shares fell 
into German hands. This German firm also co-operated the following 
year in the development to an output of 6,000 h.p. of the Kykkelsrud 
waterfall higher up the Glommen. This was owned by A/S Glommens 
Tresliberi. As a result of the financial situation the Norwegian share- 
holders were unable to pay the sums outstanding on their shares, and 
Schuckert took over most of them.? 

Apart from these power stations there were no electricity plants of 
any significance when SEB first encountered the problem of Norwegian 
water power. What existed had for the most part been installed and 
financed by German electrical firms. The international depression which 
followed the Norwegian building crisis of 1899 (p. 253) fell with par- 
ticular severity on Norway and did not really end until 1905. One Kris- 
tiania bank after another had to suspend payments. It is not surprising 
that for a long time after this the Norwegian banks refrained from en- 
gaging in any risky industrial enterprises and therefore played only a 
very small part in the development of water power in Norway. The field 
was thus left open for foreign banks. Not even N. Kielland-Torkildsen, 
who was pressing so vigorously for Norwegian participation in bond loan 
business (p. 324), was anxious to bring the Norwegian banks into water 
power development. In fact, as will appear later, he eventually withdrew 
from the Rjukan transaction in which he at first co-operated (p. 416), 
and defended the help given by foreign capitalists when in 1906 their 
activities were questioned and attacked in some quarters.’ 

In most countries, including Sweden (p. 403), the state had certain 
powers of control over all construction work on waterways. This was 
not true of Norway where a law regulating the use of waterways had 
been passed in 1887 before it was realised how much construction work 


® W. Keilhau, Det norske — —-i var egen tid pp. 86 ff. Anker Olsen, Norsk Hydro p. 69. 
Norske Kraftverker p. 96. 


3 N. Rygg, Norges Bank II 250 ff. E. Hoffstad, Det norske privatbankvesens historie 
pp. 170 ff. W. Keilhau, Det norske ---i var egen tid pp. 112, 151 f. 
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would be needed to develop power from waterfalls. This law con- 
firmed proprietors’ full rights of ownership not only of the banks of 
waterways but also of the water itself. The authorities in fact had no 
sort of control over the waterfalls or over their exploitation. A law of 
1888 limited the right of acquiring real estate to Norwegian or Swed- 
ish citizens, and it was this law which prevented the English company 
which owned one half of Sarpsfoss from acquiring the other half. But 
the ownership was ill suited to the new purposes of developing water- 
power. The waterways were usually the boundary between two pieces 
of property. A long waterfall might well pass through several properties 
which in turn were sometimes further subdivided through inheritance; 
difficulties also arose out of legal problems of ownership which made 
the acquisition of the necessary land a complex matter. One owner 
could jeopardise a whole project or even exact an extortionate price 
from the intending developer of the waterfall. There was strong pres- 
sure to clarify the legal position of such property, and it became 
urgent to buy up the necessary sites before the seller became fully 
aware of the value of his property. Such transactions were therefore 
carried out in the greatest secrecy. Complete secrecy was not possible 
of course and prices often began to rise steadily even before it was 
certain that profitable use could be made of a particular waterfail.* 
Such enterprises were of their very nature speculative and risky. The 
profit on the capital required would only accrue at some uncertain 
date in the future. It is not surprising therefore that the Norwegian 
banks held aloof, especially since they had no commitments to the 
electricity industry which might have made them anxious to encourage 
the construction of power stations. 

SEB’s situation was very different. It was in Asea’s interest that the 
bank should assist in the financing of electrical undertakings. Another 
fact which distinguished SEB from the Norwegian banks was its devel- 
opment as a banque d'affaires with growing industrial interests and with 
greatly increased resources following the successful transactions con- 


4 BE. Einarsen, Om koncessionslovgivning for vandfald, bergverk og skog. Stats¢kono- 
misk Tidsskrift 1910 p. 161. W. Keilhau, Det norske - — — i vdr egen tid pp. 88 ff. 
R. Karlsrud, ‘Vasdragsrett’ in Norske Kraftverker p. 49. Anker Olsen, Norsk Hydro pp. 
150 ff. Lov om ervervelse av vannfall — — — Konsesjonsloven av — — — 1917 (with 
comments by V. Ammundsen, pp. 1 f.) 
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cerning the ore companies and the issue of new shares in 1904. More- 
over the position which SEB had built up for itself as the leading agent 
for the placing of Norwegian bonds abroad gave it distinct advantages 
in seeking to meet other Norwegian needs for capital. The capital which 
these earlier loans had brought to Norway were certainly not used for 
the development of waterfalls: those agreements were concluded by 
politicians with no interest in hydro-electricity. Funds for the latter 
would have to be raised by other means than government loans, and 
therefore from other sources than the cheap French capital market in 
which the Crédit Lyonnais had been so ready to provide credit. SEB 
would have to tie up funds in Norway instead of making profits on its 
services as an intermediary and securing loanable funds into the bar- 
gain. In France they would have to rely mainly on the Banque de Paris 
et des Pays Bas. 


2. Relations with speculators in Norwegian waterfalls 


When the economic crisis of 1901 hit the electrical industries, it be- 
came difficult to raise capital to complete all the projects which had 
been started. Schuckert was trying to find money for Kykkelsrud as well 
as for other concerns. At the same time the carbide factory which had 
been built at Sarpsfoss was seriously affected by the general slump in the 
carbide industry. SEB learned through Berthold Bing that Schuck- 
ert was inclined to sell out his Kykkelsrud interests and Marcus Wal- 
lenberg tried to find a buyer in Norway, but at first without success. On 
2 June 1902, Marcus Wallenberg again took up the matter noting this 
time that work to the value of 2,500,000 kronor still had to be com- 
pleted. The date is revealing. Marcus Wallenberg had just made up his 
mind that the was going to have to consider the problems of Asea in 
earnest if the bank was not to run the risk of serious losses (p. 390). 
There were also other reasons for taking action. A decision had to be 
made whether or not to grant credits to a group of men who were 
speculating in Norwegian waterfalls. In 1900 some very important prop- 
erty round Vamma on the Glommen, immediately below Kykkelsrud, 
had been transferred to A/S Vamma, a newly-founded company with a 
capital of 84,000 kronor. Among the shareholders were Helge Steen, 
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an engineer, and two senior civil servants, W. Schigtt and G. Setren. 
The latter, the head of the state board of inland waterways, was so 
anxious to see them developed that his conduct was later publicly criti- 
cised. In 1901 Steen was bought out by Fredrik Hiorth, the head of 
Kverner Brug, who played the main part in the transactions. Two law- 
yers, Carl Lundh and Per Rygh, were employed as legal advisers for the 
acquisition of more property. Then, with the obvious intention of gain- 
ing greater support in Sweden, Hiorth took into his consortium Sam 
Eyde, who was to become the key figure in the development of Nor- 
wegian water power. Eyde had trained to be a construction engineer in 
Berlin. He had first worked in Germany but later made his name as an 
expert in the planning of railway stations, e.g. in Stockholm. At this time 
he was working as an engineer in Kristiania, and had an office in Stock- 
holm. He had other contacts in Sweden through his first wife. 

In May 1902 Hiorth apparently held options on a number of proper- 
ties which were needed for the development of Vamma and was planning 
the formation of a big company in London for the exploitation of the 
falls. He was hoping to supply electricity to Kristiania but here he was 
faced with competition from Schuckert’s Kykkelsrud. Eyde went to 
Stockholm to try to raise money and was advised to see Knut Tillberg. 
Relations with Tillberg were particularly important, as Eyde suggested, 
because he was closely connected with K. A. Wallenberg and SEB and 
enjoyed the complete confidence of Swedish “Haute Finance’. 

Tillberg’s relations with SEB were greatly influenced at this time by 
the fact that in 1901 a majority holding of Gallivare shares had been 
left in his hand pending government purchase of the ore field (p. 366). 
Tillberg was originally a civil servant and after 1896 had a seat in the 
First Chamber of the Riksdag. From 1898 he seems to have devoted 
most of his time to business activities. These had brought him into touch 
with Consul Nils Persson of Halsingborg who owned Skanska Superfos- 
fat AB, the Norwegian sulphur ore mines at Sulitjelma and the copper 
works at Halsingborg. In 1900 he co-operated with a merchant, A. P. 
Pehrsson who was at the time in England, in the sale of Nils Persson’s 
considerable mining claims in the Dunderland valley in Norway to an 


5 W. Keilhau, Det norske — — — i var egen tid pp. 100 f. Anker Olsen, Norsk Hydro, 
pp. 114 ff. 
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English consortium. During the next few years the three men took an 
active interest in the metallurgical experiments of Gustaf Grondal and 
in another new discovery of the period, Kjellin’s electric steel furnace.® 
Contact with Tillberg meant a link with a man who could not only find 
capital but who was also actively engaged in discovering new industrial 
uses for electricity. 

Tillberg accompanied Eyde to Kristiania. He was inclined to buy a 
majority holding in the transaction but could not make a definite offer 
until he had discussed the position with Wallenberg. Thereupon they 
both returned to Stockholm and Eyde must then have met the Wallen- 
berg brothers for the first time. The meeting caused Marcus Wallenberg 
to reconsider the Kykkelsrud project. For him Kykkelsrud meant in- 
creased possibilities-of orders for Asea, but for Hiorth and Eyde it meant 
a competitor in the provision of power for Kristiania. The outcome was 
that the two Norwegians agreed to deal with the necessary transactions 
in Norway while Wallenberg aided by Bing agreed to try to buy out 
Schuckert. Meanwhile a new company, A/S Vamma Fossekompagni, 
was being formed by Tillberg, Schigtt, Hiorth, Eyde and Steen. The 
share capital of 1,200,000 kronor included 450,000 kronor in prefer- 
ence shares. Of the latter, Tillberg subscribed for 200,000 kronor and 
paid for them in cash on the understanding that he received ordinary 
shares to an equal value. Probably only Tillberg paid for shares in cash 
and thus provided funds for the acquisition of further property. 

A prerequisite for SEB’s co-operation was that the Vamma and Kyk- 
kelsrud concerns would eventually be amalgamated. According to Eyde 
the idea was that they would be able to provide Kristiania with power 
more cheaply than Schuckert could. This was because the new company 
“had some capitalists up its sleeve, who were anxious to introduce new 
industry into the country,” particularly the Elsmor and the Edison syn- 
dicates. It should be possible to sell between 5,000 and 10,000 h.p. to 
the electro-metallurgical industry. The power stations would therefore 
be able to make an immediate profit and offer power to Kristiania at a 
cheap rate. But if the city were willing to pay a little more for its power 


° H. Wichman on Tillberg in Sv. Mdn och Kvinnor. Ivan P:son Henning, En gammal 
hdlsingborgares minnen, pp. 191 f. E. Flitge]r, ‘Metallurgiska harfvans historia’. Affars- 
varlden 1913, p. 1230. 
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it could gradually buy up the whole of Kykkelsrud. When Kristiania 
came to use the whole of its output, then the industry could be supplied 
with power from Vamma. 

Eyde now opened negotiations with the city authorities. The bank did 
not come to any decision until an expert opinion had been received from 
Georg Wenstrém and A. Sjégren, the head of Avesta Jernverk. It was 
believed that Schuckert could be bought out for 2,000,000 kronor. 
5,100,000 kronor would have to be found in order to develop 6,000 
h.p. and to develop the full potential 10,000,000 kronor would be 
needed. In other words considerable sums of money were required for 
any serious engagement in waterfall transactions. The initial costs were 
particularly high because of the need to buy large tracts of land. 

Meanwhile Schuckert’s much-criticised board had emerged successfully 
from a company meeting and was as a result less inclined to sell Kykkels- 
rud. Marcus Wallenberg went to Germany but did not succeed in reach- 
ing any agreement though he raised his price to 2,500,000 kronor. Till- 
berg then heard from Wilhelm von Siemens that the fall had been 
offered to Siemens & Halske and promptly got in touch with Bing to 
propose the formation of a new company in which Schuckert would 
have a large minority holding. Marcus Wallenberg strongly disapproved 
of Tillberg’s independent action in Germany. The reason was fairly ob- 
vious; Tillberg was not concerned, as he was, to secure orders for Asea. 
In the end the Kykkelsrud plan came to nothing, but it had been of 
importance to SEB in that it had brought the bank in contact with 
speculation in Norwegian waterfalls.’ 

Tillberg’s membership of the Vamma consortium meant that its ori- 
ginal members were enabled to take an interest in other waterfalls. With- 
in a week of Tillberg’s joining, Szetren proposed that they should con- 
sider Rjukan in the Telemark north of Skien. This was a new departure, 
as this fall was different from those so far acquired; it was a high fall, 
in mountainous country, with a deep drop and very remote from any 
centre which had hitherto consumed electricity. Water for Rjukan comes 
from the Hardanger plateau and is gathered in the lake M¢gsvann, nearly 


7 In the next year Schuckert tried in vain to sell the then developed fall to the 
city of Kristiania. Eyde also failed to persuade it to buy Vamma, a fall which proved 
particularly difficult to develop. Anker Olsen, Norsk Hydro, pp. 124 f. 
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three thousand feet above sea-level. The outlet for this lake is the river 
MAana which descends no less than 2,300 feet in 30 km on its way to an- 
other lake, Tinnsj6n; the biggest fall is the one known as Rjukan. 30 km 
beyond Tinnsjén the river, now the Tinnelv, reaches Heddalsvann at 
Notodden, having fallen another 575 feet on the way. A system of canals 
had already been constructed from Notodden to the coast. Preparations 
for the development of Rjukan began in 1895 when the local officer of 
the Waterways Board, Axel Borchgrevink, together with N. Kielland- 
Torkildsen who was then head of Skiensfjordens Kreditbank, started to 
buy up property. When Borchgrevink died in January 1902 Kielland- 
Torkildsen apparently wanted to withdraw from the venture.* 

Setren’s proposal resulted in an alliance between his associates and 
Eyde, Hiorth, Tillberg and Axel Rappe, a Swedish diplomat, each with 
a fifth share. Rappe had apparently also taken over half Tillberg’s share 
in Vamma, but he took no active part in the business. The leaders of the 
development of Rjukan were Tillberg, Hiorth and Eyde. Tillberg relied 
primarily on his English connexions who in turn had contacts with an 
American speculator, probably J. P. Morgan. While Tillberg was ex- 
amining the possibilities of a sale, AB Vattenbyggnadsbyran in Stock- 
holm was working out possible development plans for the property. 
“Rjukan,” Tillberg wrote to Eyde from London, “is a big and market- 
able concern, providing that the problem of ice can be finally overcome. 
But to do so I believe we must own all the lakeshore as well as the river- 
banks all the way to the fall itself.” Eyde immediately took steps to 
ensure that the consortium would in the first place own all property as 
far as Mgsvann. 

A more careful examination in order to make Rjukan a worth-while 
proposition had thus shown the necessity of expending further sums. 
The Kielland-Torkildsen group could hardly be expected to be interested, 
so every effort was made to complete the transaction without their help. 
In January Borchgrevink’s heirs were bought out for 60,000 kronor in 
cash. Eyde assumed that as the news leaked out the farmers of the Tele- 
mark would soon put up their prices. He therefore urged that all pur- 
chases should be made quickly. Immediate financial needs were pro- 
vided for with the consortium’s first bank loan, one of 75,000 kronor 


8 Anker Olsen, Norsk Hydro pp. 117 ff. 
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from AB Nordiska Kreditbanken. On 30 April 1903 the company 
of A/S Rjukanfos was founded. Some additional property was bought, 
the bank loan paid off, and by August the share capital was fixed at one 
million kronor of which Tillberg and Rappe together held 532,000 
kronor, Eyde and Hiorth 409,600, Sztren 50,100 and Kielland-Torkild- 
sen 8,300. In contrast with Vamma therefore, Rjukan passed very 
quickly into predominantly Swedish ownership. 

Tillberg’s intention had been to sell the concern with the help of his 
English connexions, probably for use in metallurgy, but in December 
1902 another possibility arose, namely the production of saltpetre. At 
this stage Eyde invited a German firm to take over a quarter interest in 
Rjukan for 300,000 kronor. Most of the power was expected to be used 
in electro-chemistry and metallurgy in view of the great progress in this 
field made in America: nitric acid and saltpetre for agriculture would 
be the main products. Enquiries from Siemens & Halske had revealed 
that they considered the manufacturing problem solved. The Americans 
probably would soon bring their new methods over to Europe. They 
had already been making enquiries about Rjukan. It is not certain who 
first brought up the idea of manufacturing saltpetre, but the visit of Till- 
berg to Wilhelm von Siemens in December 1902 has already been noted 
(p. 415). Marcus Wallenberg was certainly referring to this contact when 
in January 1903 he wrote about Edstrém’s projected visit to America, 
“someone who recently visited Siemens in Berlin told me that opinion 
there was that the electrical industry will develop not primarily to meet 
railway needs but for work in electro-chemistry such as the production 
of nitrate from nitrogen. At the Niagara Falls there are either seven or 
nine different factories using electricity for such purposes.” 

Marcus Wallenberg had been informed of the great opportunities ap- 
parently offered by the electro-chemical industry but SEB had not yet 
been invited to co-operate in the development of Rjukan. It could hardly 
have been interested in financing nitrate production by Siemen’s methods 
since this would have meant a German firm supplying electrical equip- 
ment. Nevertheless Tillberg was unwilling to adopt Eyde’s suggestion of 
obtaining a considerable sum of money from a German firm and instead 
arranged the loan from Nordiska Kreditbanken. By this means time was 
gained and in May an agent was authorised to sell Rjukan for 1,200,000 
or possibly 1,000,000 dollars. The consortium had apparently no defi- 
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nite plans for developing the fall itself and at that time the American 
nitrate methods seemed to offer the best prospects. 


3. SEB and the nitrate project 


The proposal of May 1903 that Rjukan should be sold appears all the 
more remarkable because Eyde had now for some months been financing 
research by Professor Kristian Birkeland of Kristiania University into 
the production of saltpetre from the nitrogen in the air. In this connexion 
it is interesting to note that Eyde insists in his memoirs that his contri- 
bution to the development of the nitrate industry was not limited to 
finance and administration. He claims to have had the original idea of 
the invention and to have been active in its technical development. Mar- 
cus Wallenberg in his memoirs gives a different picture. There Birkeland 
is seen as the original inventor and also as the man in charge of the devel- 
opment work, Eyde’s réle in this respect being confined to the vigorous 
encouragement of experiments. Contemporary sources show that for the 
first few years the invention was attributed to Birkeland alone. 

Kristian Birkeland had been working during the 1890s with experi- 
ments on electrical discharges which caused him to examine such cos- 
mic phenomena as the Northern Lights. He was also interested in tech- 
nical problems and acquired some backers for the construction of an 
electro-magnetic gun, a practical application of some of his theoretical 
ideas. At a demonstration in February 1903 an accident occurred and 
an arc of electric light was produced which formed a disc at right angles 
to the lines of magnetic force. Soon afterwards Birkeland met Eyde for 
the first time; he found in him a man who was concentrating on the 
practical uses of electricity for the production of nitrates. The problem 
to which Eyde had turned his attention was one for which a solution 
was being sought in all parts of the world, namely the synthetic produc- 
tion of a nitrogenous fertiliser to replace the failing supply of Chilean 
saltpetre for agriculture. Some authorities maintained that the problem 
had to be solved if the human race was to avoid starvation. Scientists 
were working on two lines, an indirect method of heating calcium car- 
bide to produce calcium nitrate, and a direct method using an old dis- 
covery that electric sparks would produce a compound of nitrogen and 
oxygen which when applied to water would produce nitric acid. Sie- 
mens were working on the first of these methods while American scien- 
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tists were concentrating on the latter, known there as the Bradley-Love- 
joy method.?® 

On 17 February 1903 Birkeland and Eyde agreed to take out a joint 
patent. At first the actual work was all carried out by Birkeland while 
Eyde tried to obtain funds. By June he owned a three-quarter interest 
in the venture with Nils Persson of Halsingborg and Tillberg as partners. 
At the end of June E. Bgdtker Ness had joined Birkeland as his en- 
gineering assistant. The team was later enlarged still further. Gradually 
furnaces of ever increasing power were constructed and the inventors 
succeeded in keeping the arc of light steady.'° 

In August 1903 Birkeland succeeded in producing nitric acid for the 
first time. Meanwhile the Rjukan company had completed its planned 
purchases of property. The same group of persons also held Vamma 
and therefore had considerable resources of power at their disposal as 
well as an invention which when fully developed might become a big 
user of that power. At this stage Tillberg made a serious attempt to 
interest SEB but apparently he was not yet in a position to put all his 
cards on the table. He told Eyde afterwards that K. A. Wallenberg said 
he would be ready “to hand the money over when we can produce the 
contracts. I could not push him any further.” He was optimistic however 
about the nitrogen method. Dr G. E. Cassel, of the Stockholm School of 
Technology, had said that from the nitric acid produced by Birkeland he 
could get “a perfectly marketable product.” Wallenberg’s mention of the 
“contracts” certainly referred to the relations Eyde had established with 
Badische Anilin- & Soda-Fabrik, the leading chemical firm in Germany. 
Eyde spent the autumn of 1903 travelling all over Germany and Switz- 
erland to get information about inventions and industrial developments 
which might be useful in the construction of furnaces and absorption 
plants and offered his encouragement to Birkeland’s experiments. It 
_ was obviously important to get a good lead over all rivals in solving the 
problems of nitrate production. Co-operation with the German chem- 
ical industry which led the world in the manufacture of synthetic prod- 


® S. Eyde, Mitt liv, pp. 186 ff. P. Klason, Naturforskningen och den norska salpeter- 
industrin, pp. 249, ff. W. Keihau, Det norske — — — i vdr egen tid, p. 102. L. Vegard, 
‘Kr. Birkeland’ in Anker Olsen, Norsk Hydro, pp. 279 ff. 

10 §. Eyde, Mitt liv, pp. 192 ff. E. Bédtker Ness, ‘Birkeland-Eydeovnens historie’ in 
Anker Olsen, Norsk Hydro, pp. 89 ff. 
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ucts was an obvious solution, not least because Germany was also a big 
buyer of artificial fertilisers. 

Even though Tillberg could not yet say what agreements had been 
concluded by Eyde, Marcus Wallenberg began negotiations in Septem- 
ber. Sigfrid Edstrém, whom he had sent to Kristiania to report on the 
invention, wrote in enthusiastic vein. “The most difficult problem was 
to produce nitrous gases in a simple and cheap way, and this has been 
solved. It only remains to put these gases to some use and, according to 
the chemists (I had Dr. Cassel with me), this should not be difficult.” 
What the new method did require was a plentiful supply of cheap power, 
and this could be provided by Vamma and Rjukan. A memorandum by 
Marcus Wallenberg of 8 September 1903 states that Tillberg had invited 
him and Knut to take a third share in Vamma and Rjukan as well as a 
majority holding in Birkeland’s patent. The consortium had so far in- 
vested 1,100,000 kronor in the concern; a-further 100,000 kronor 
would be required in 1904. In addition to the 400,000 to be paid on 
entry to the consortium, Marcus and Knut would “advance the remain- 
ing 800,000 kronor, to be repaid to us with interest before the con- 
sortium takes out any profit.” 

In return for an investment of 1,200,000 kronor of which two-thirds 
would be in the form of a loan, the bank would acquire a third share 
in a consortium which owned the waterfalls as well as a majority interest 
in the development of the patent. If the preference shares in the Vamma 
and Rjukan companies, amounting altogether to 825,000 kronor, were 
regarded as cash payments, and if interest payments and expenditure 
on such things as Birkeland’s experiments were added, the SEB group 
might be said to enter the consortium on the same terms as the original 
members. The latter could then withdraw the funds they had engaged 
before it was certain whether a practicable method of producing com- 
mercial nitrates had been found. The task of carrying the affair further 
might therefore rest largely with SEB. 

Final negotiations took place in November, but first of all Dr. Albert 
Petersson from the Alby Carbide works, one of the foremost technicians 
of the day, carried out a test on the chemical aspect of the process, as 
Marcus Wallenberg had insisted. Petersson went to Kristiania first and 
then to Berlin and Paris to study methods and to confer with other 
experts. In Paris he was looked after by K. A. Wallenberg who tele- 
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graphed to Marcus on 16 November that Petersson was completely 
satisfied. Later he wrote, “All my doubts can’t shake the man’s convic- 
tion that the problem has now been satisfactorily solved... I haven’t 
talked to Moret yet but this evening I have been invited despite all my 
protests to dinner at the Café Anglais by ‘l’administration’ and I know 
what I shall say when the old boys begin their eternal ‘amener nous des 
affaires’.” The experts of the Banque de Paris also made a report but, 
as Eyde was unwilling to allow any more experts to examine the experi- 
mental work until all patent rights were cleared, K. A. Wallenberg 
could do no more than give Moret a general picture, a practice which 
he continued for some years. From the very outset it seems clear that the 
bank wished to finance the nitrate works with French help while Eyde, 
preferring to co-operate with the Germans, was opposed to this. 

The same day that Knut Wallenberg telegraphed the news of Peters- 
son’s approval Marcus Wallenberg began to negotiate with Eyde and 
Tillberg. He discovered that Eyde had “held out to Badische prospects 
of selling terms that were far too favourable” and that Tillberg was 
irritated by other promises made by Eyde. An agreement was never- 
theless signed on 19 November by Eyde and Tillberg who then went 
off to Berlin and Munich for negotiations with Badische. The Wal- 
lenberg brothers were not required to commit themselves until after 
Knut’s return from Paris on 26 November. By then Tillberg had 
undertaken to use the voting rights to which his 700,000 kronor of 
shares entitled him to work for proper safeguards for the rights of the 
Wallenbergs. 

The agreement of 19 November 1903 provided that a proposed 
Norwegian company with a share capital of 5,000,000 kronor should 
own Vamma and Rjukan, and have a majority of shares in another com- 
pany which was to exploit Birkeland’s patent. The Wallenberg brothers 
were to receive 1,600,000 kronor of shares in return for a payment of 
1,333,000 kronor. Asea was to carry out the electrical work for Rjukan 
and Vamma. Provision was also made for 2,000,000 kronor of shares 
for Badische, whose acceptance or rejection would have to be made 
known before 24 December. Badische was to produce funds for the 
construction of a power station at Vamma large enough to generate 
20,000 h.p. and receive in return interest at 5 % and a maximum dis- 
count of 5 %. The purchasers bound themselves not to withdraw but if 
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Badische refused to accept they would receive a further 500,000 kronor 
of shares without payment. An additional clause gave the Wallenberg 
brothers 400,000 kronor of shares as commission, but only if Ba- 
dische did not join in; if they did, only half this sum would be paid. 
Eyde, who bound himself to devote the main part of his time to the 
company, was to take charge for ten years at a salary of 25,000 kronor 
plus a royalty of 2/2 %. Birkeland was to be appointed technical 
consultant for his lifetime at a salary of 5,000 kronor a year. 

At least 2,500,000 kronor in shares would now be in the control of 
SEB and Tillberg, 2,000,000 kronor would belong to Badische and only 
500,000 would be left for other holders, including Eyde and Hiorth. 
These two would now practically retire from the financial side of the 
affair though Eyde’s future was secure for the time he remained manag- 
ing director of the firm. The formation of the company would hardly 
bring in any fresh funds for the continuation of operations. The first part 
of the construction, which was calculated to cost 5,500,000 kronor, 
was to be financed by Badische. If the German firm did not parti- 
cipate the Wallenberg share was to be increased until, as the contract 
stipulated, they themselves held half the share capital. The SEB group 
undertook in the contract to allow the earlier promoters to withdraw their 
investment but to retain a claim on a share of future profits. In fact it 
had made itself responsible for the further development of the business 
in return for control of the management, a good share in future profits 
and preferential treatment for Asea in future orders. 

It was mainly Eyde’s concern to secure the adherence of Badische but 
by 1 December all hope of a successful outcome had been abandoned. 
Another firm was therefore allowed to take the place of Badische, but 
the terms for the sale of the nitrate products were now less favourable. 
On 11 December the proposed patent company was founded under the 
name of Det Norske Kvelstofkompagni. The share capital was 500,000 
kronor, of which 251,000 kronor was to be transferred to the new big 
company, Det Norske Aktieselskab for Elektrokemisk Industri. 

After the failure to secure the co-operation of Badische the co-opera- 
tion with Germany which even Marcus Wallenberg deemed desirable 
was arranged, as he intended, on less onerous terms. Contact with an- 
other group in Germany was made possible by Professor Muthmann of 
Munich who, independently of Birkeland, had discovered the capacity 
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of the ‘electric flame’ to produce nitrous gases. He visited the experi- 
mental workshop in Kristiania in December 1903 on an occasion when 
the scientists succeeded for the first time in maintaining the furnace in 
action for 24 hours. With the help of Marcus Wallenberg and others, 
this success resulted in an agreement which was signed on 21 December 
with two Bavarian businessmen, Scheidemandel and von Lang-Puchhof. 
They agreed to buy at par shares in Elektrokemisk to the value of 
1,900,000 kronor and to arrange a bond loan for the development of 
Vamma of nominally 4,500,000 kronor. The price of the shares had 
thus risen from about 74 according to the agreement of 19 November 
to par. Marcus Wallenberg was pleased at the outcome. In the hope that 
Vamma’s future was now secure Det Norske A/S for Elektrokemisk 
Industri was founded on 2 January 1904 in accordance with the agree- 
ment of the previous November. 

It has been considered remarkable that right up to the time of the 
foundation of Norsk Hydro it was not SEB but the Wallenberg brothers 
personally who provided capital and bore the risks together with the 
other shareholders.** This interpretation needs to be modified. As will 
be shown later SEB did grant loans directly to Elektrokemisk. Moreover 
the bank also played a part in the share subscriptions. On 29 December 
1903 the board of SEB authorised a loan to K. A. and Marcus Wallen- 
berg of 433,000 kronor, the sum which had to be paid in to Elektro- 
kemisk on 2 January, against the security of an interim certificate for 
nominal shares in the new company to the value of 2,500,000 kronor. 
The Wallenberg’s application for the loan was backed by the argument 
that entry into this concern would ensure orders for Asea and that the 
new industry would be of great importance for Scandinavia “with its 
numerous waterfalls for which no economic use has so far been found.” 
On the days when payments were due for shares new loans were re- 
corded, usually of the same amounts as the payments to be made. Of 
the 1,333,000 kronor paid in by the Wallenbergs 1,263,000 kronor are 
recorded as loans. In connexion with the sale in the spring of 1905 of 
a group of shares to Isak Gliickstadt, a sum of 160,942 kronor was 
repaid. The rest remained outstanding until it was repaid on 15 July 
1907. 


11 Anker Olsen, Norsk Hydro p. 131. 
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In fact then almost the whole of the Wallenberg contribution to 
Elektrokemisk took the form of loans from the bank against the secu- 
rity of shares. By this means the bank engaged a considerable sum of 
money in a new industrial venture. Moreover the commitment increased 
more quickly than is suggested by these loans, for on 2 January 1904 
SEB discounted a bill for 629,862 kronor payable in Kristiania on 
2 July, drawn by Tillberg and accepted by Eyde. The contract of 19 
November 1903 was presented as security for the bill. It was agreed 
from the first that the bill should be reduced as the Wallenberg group 
paid in the money due on its shares, and should be cancelled in 1905. 
This method allowed the sellers to receive almost immediately the whole 
sum to which they were entitled. The bank did not make its payment in 
cash, however, but in 5 % LKAB bonds at 102. In order to participate 
in the nitrate business the bank had had to mobilise at one time a good 
1,000,000 kronor. Banking law made it necessary to place these re- 
sources in the hands of the bank’s leaders who personally bore the 
risks and drew the profits of the transaction. Other persons only parti- 
cipated to a very small extent. No member of the consortium made 
any payment. The money came from the bank the liquidity of which 
was an essential element in the whole transaction. 


4. The experimental factory at Notodden 


On 4 January 1904 Marcus Wallenberg wrote that he hoped before 
very long to be able to erect a 20,000 h.p. nitrate factory at Vamma. 
His plans assumed that the Bavarian partners would finance Vamma but 
in a very few days a report came from Muthmann which stated that it 
seemed impossible to raise money through a bond loan. He pointed out 
that the search for saltpetre, which was going on all over the world, had 
already succeeded in California, and that Birkeland’s work was still 
at such an experimental stage that financial support could not be count- 
ed on. Nor was it certain how ready the conservative farming population 
would be to buy the product. Further, there were some doubts about the 
patent rights in Germany where over 1,000,000 RM had been spent 
on experiments for the production of nitrates so that there were 
definite risks of competition. The Bavarians did not exercise their op- 
tion. The whole episode illustrates the difficulties of raising finance for 
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a discovery the commercial practicability of which had not yet been 
proven. 

The withdrawal of the Germans in no way shook the Wallenberg 
brothers’ faith in the discovery. They were reluctant, however, to pursue 
Eyde’s policy of swift exploitation of the discovery in conjunction 
with the Germans. When Eyde urged an agreement with Badische in 
order to facilitate his patent negotiations K. A. Wallenberg objected 
that the gain would be outweighed by the sacrifices. Marcus Wallenberg 
also argued that it was not particularly important to hold patents in 
countries which lacked cheap water power. They began to work out 
determinedly how they could accomplish their project with their own 
resources. In March 1904 the Wallenbergs went to Norway. It was, 
as Knut wrote, “a question of travelling day in and day out on narrow- 
gauge railways, mail boats, cargo boats, tugs and sleighs ... we nearly 
travelled the life out of Eyde, who had considered himself a seasoned 
traveller. During a whole week I spent exactly 5 1/2 hours in a proper 
bed.” Their hope was that they would be able to “hire enough water 
power to produce 2,000 h.p. for their works. If, as has hitherto been 
the case, all our calculations prove correct, we shall go ahead and aim 
at harnessing 30,000 horses. Not until this is done and we have results 
to show for it will we come before the public.” 

These fatiguing journeys were carried out round about Rjukan and 
resulted in a number of agreements with waterfall owners, partly in the 
valley of the Tinnelv which flows out at Notodden and partly at Arendal 
in the Nidelv valley. The fall at Tinnfoss itself had already been devel- 
oped by Tinfos Papirfabrik. This concern was prepared to sell power 
for a factory at Notodden if the Wallenberg group would buy half Svelg- 
foss, higher up the valley, for 100,000 kronor and take an option on 
the other half for 125,000 kronor. K. A. Wallenberg described this as 
“dirt cheap”. Various complications arose, however; the sellers pushed 
up the price and in the end Svelgfoss cost them 240,000 kronor. The 
finance was arranged in some undisclosed way by the Wallenbergs, Eyde 
and Tillberg, who made themselves personally responsible. Elektro- 
kemisk itself, however, bought the option on Béylefoss above Evenstad 
at little cost in hard cash. Marcus Wallenberg also secured an order for 
a generator for Tinnfoss on behalf of Asea. For a relatively small ca- 
pital investment the promoters had thus secured a cheap supply of 
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power for their experimental works, with additional sources of power 
to be developed as necessary, near at hand. Meanwhile Eyde was trying 
to sell Vamma. The intention clearly was to concentrate nitrate pro- 
duction in the mountainous region. The purchase of Svelgfoss meant 
that they now owned a waterfall in this area which would be easier to 
develop than Rjukan. It was a move implicit in the policy of slower 
development adopted after the withdrawal of the Germans. 

Another important part of that policy was the erection of a small 
pilot plant where the new method could be tried out industrially. Devel- 
opment in fact progressed along much the same lines as those followed 
by Marcus Wallenberg for the Diesel engine in 1898 (p. 222). By com- 
bining the arrangements for power for this preliminary project and for 
the enlarged experimental works, both money and time would be saved.” 
Marcus Wallenberg did his utmost to speed up the preparatory work, 
particularly the part falling to Asea who sent their chief construction 
engineer, Arvid Lindstrém, to Norway. Later Albert Petersson was 
brought in on the experimental work, and K. A. Wallenberg arranged a 
meeting in Paris of Emil Collett and Sigurd Kloumann, who were trav- 
elling to study factory planning, and M. Lattés of the Banque de Paris 
who would introduce them to suitable technical experts. It was in fact 
a French device which provided a cheap solution for the absorption 
problem. 

In many ways the continuation of the nitrate affair came to depend 
increasingly on SEB. After Eyde and Tillberg had failed to obtain 
money from other quarters the SEB group undertook to get more money 
in return for more shares in Elektrokemisk to a value of 350,000 kronor 
and a lower price for the Swedish patent rights. The Eyde—Tillberg 
group also lost its sales rights. Marcus Wallenberg had succeeded in his 
attempt to free the company from dependence on its financiers when 
determining its sales policy. The shares were held by a small circle 
within which a dominant inner group was formed by the Wallenberg 
brothers and their consortium, holding in all 2,150,000 kronor. Tillberg 
with his 900,000 kronor of shares was linked to it by a special agree- 
#2 A new experimental works was sited at Arendal probably in part because Asea, 
through Norsk Elektrisk A/S, had delivered a certain amount of material for the 
power station at Evenstad which was being built by A/S Barbu. At the beginning of 


1904 this company’s capital had been used up and SEB held a claim on it for 
153,000 kronor. Its own bank, Industribanken, was also in difficulties. 
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ment, and he was closely associated with Rappe who held 400,000 kro- 
nor. Axel Johnson with 355,000 kronor had other ties with SEB.12 No 
less than 3,805,000 kronor of the share capital may be said to have been 
in the hands of the leading Swedish group. Of the remaining shares Eyde 
held 900,000 kronor, Sztren 150,000, Birkeland 130,000 and Kielland- 
Torkildsen 15,000. 

Only an insignificant part of the share capital of Elektrokemisk was 
paid up in cash at the company’s foundation. In 1904, when the pilot 
plant was to be built and the company was faced with the need for 
capital expenditure, A/S Notoddens Salpeterfabrik was founded with a 
share capital of 500,000 kronor. As Elektrokemisk which held the shares 
of this company had no funds, SEB opened two credit accounts the total 
of which was equivalent to the new share capital. This advance soon had 
to be increased and by the end of the year 533,000 kronor, and six 
months later 1,022,000 kronor, had been used. By May 1905, however, 
the pilot plant was in full operation. The moment had come when, as 
Marcus Wallenberg expressed it, “a big international concern might be 
set up with the help of our great foreign banking connexions, to take 
over the inventions from the present owners at a generous price, to buy 
or lease our waterfalls and to find the money to develop one or more 
of them.” 

To achieve this object SEB had lent a sum of nearly 2,500,000 kro- 
nor Over a period of eighteen months. This was both in size and in risk 
the bank’s biggest transaction after Asea, in whose interest it had been 
undertaken. It was also partly for Asea’s sake that the bank had com- 
mitted itself to Yngeredsfors a few months earlier, and this new electrical 
project must have been an additional reason why the bank was now 
anxious to be relieved of its Norwegian nitrate commitments. 


5. The Banque de Paris et des Pays Bas joins in 


In view of SEB’s connexions it was obvious that they would turn to the 
Banque de Paris et des Pays Bas for help in setting up the new inter- 
national concern. SEB had brought them a good deal of valuable busi- 
ness, in particular the loan granted to LKAB some two years earlier, 
which must have improved SEB’s standing with them. The present busi- 


13 Johnson’s shares had originally belonged to Hiorth who in February 1905 had sold 
them at 80 through Marcus Wallenberg. 
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ness however was admittedly of a different sort. It was based on a patent 
in the same area as that of Bradley and Lovejoy which had failed when 
adopted at the Niagara Falls the previous year. A report on this failure 
was available from Edstrom who had been in America on a research 
visit, during which he had tried to sell the Birkeland-Eyde patent. In 
the winter of 1905 when the pilot plant was nearly ready Marcus Wal- 
lenberg began to devote a good deal of time to the nitrate business and 
particularly to the preparation of a market for its products. His main 
concern at this time was to collect information so that when he arrived in 
Paris he would have “as much ammunition as possible”. 

Before Marcus left he signed a ‘Memo and Agreement’ together with 
the other three leading share-holders, Eyde, Tillberg and K. A. Wallen- 
berg. 1,000,000 kronor was needed to cover the debts of Elektro- 
kemisk, a further 260,000 to buy the remaining property needed at Rju- 
kan, 300,000 for Boylefoss, 500,000 for Svelgfoss, 140,000 for land at 
Notodden and Béylefoss as well as 375,000 for shares in the Kvelstof 
company not owned by Elektrokemisk; 100,000 kronor was needed as 
a bonus for the engineers, 50,000 for ‘experts’ and finally, without any 
details, 375,000 for expenses in Paris. To these figures were added 
3,500,000 kronor, i.e. 70 % of Elektrokemisk’s share capital, which 
was approximately what SEB had subscribed for the shares plus accrued 
interest. The total amount was 6,600,000 kronor, but this figure was 
doubled in the agreement, making a final total of 13,200,000 kronor 
as the sum Marcus Wallenberg was to ask for in Paris. Looked at in 
another way, the sum paid out in cash by the consortium and the sum 
required for additional property were doubled. It is interesting to note 
the similar treatment accorded to the amounts paid out by the Wallen- 
bergs and by the earlier partners, even though the latter had mostly 
recovered what had originally been paid. The position was now appar- 
ently going to be reviewed again, and it was hoped moreover that certain 
additional profits could be made, as for instance on the new waterfalls. 

The Banque de Paris was to be invited to take an interest in an in- 
vention, the commercial value of which had not yet been confirmed, 
and in the necessary resources of water power required for its complete 
development. The Banque had to be persuaded to buy the whole pro- 
ject; as K. A. Wallenberg put it, “they must swallow the soup and the 
dumplings we have put in as well.” Once in Paris Marcus Wallenberg 
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wrote about the difficulties involved and complained that he and Knut 
were not getting an adequate recompense. He set down his views in a 
letter which Knut was asked to forward to Tillberg demanding at least 
that SEB “under whose auspices the whole transaction is in fact being 
carried out, and who will have to bear the consequences if the French- 
men lose their money, should get a decent commission, say 200,000 
kronor.” K. A. Wallenberg did not forward the letter, however, believing 
that unnecessary dissension might arise. In any case he preferred “to 
deal with these two gentlemen, Tillberg and Eyde, together and face to 
face, when Eyde is here and when we can reach a decision straight 
away.” Marcus concurred as far as Tillberg was concerned but thought 
that due formality should be observed in dealing with Eyde. Otherwise 
they might again be confronted by the same trouble that had occurred 
concerning H. T. Cedergren of Allmanna Telefon AB (p. 463). Knut 
promised to do his best but doubted whether it was wise to claim a com- 
mission for SEB when he and Marcus would have to pay half of it. The 
orders for Asea were a form of payment to the bank and one of the main 
reasons for taking up this business. 

This incident clearly reveals the difference between the outlook of the 
two brothers. Marcus wanted clear agreements as a safeguard against 
unpleasant eventualities in the future; Knut preferred to avoid argu- 
ments which might endanger present success. Marcus held that the bank 
was in fact co-operating in the business; Knut that it remained on the 
outside. According to the one view the bank was in fact a banque d’af- 
faires, according to the other it was not (p. 284). 

Marcus Wallenberg was anxious that Eyde should not come to Paris 
until negotiations were practically completed. A warning example was 
provided by Kielland-Torkildsen whose passion for independence had 
just been satisfied by the armament loan he had succeded in concluding 
for Norway behind SEB’s back at the time of the Union crisis (p. 327). 
Negotiations were opened initially with Moret but Horace Finaly seems 
to have been involved from the beginning. Things progressed slowly and 
for a time Marcus Wallenberg appeared to have thought of turning to 
England. His first task was to convince the Banque’s experts and he 
therefore summoned Albert Petersson to Paris. Operations at the pilot 
plant at Notodden had been delayed, Eyde laying the blame on faulty 
induction coils supplied by Asea. Work started on 2 may, however, 
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and the negotiations in Paris were greatly influenced by the progress 
made at Notodden. Eyde reported considerably higher production than 
had been anticipated and Marcus Wallenberg hastened to bring the news 
to Moret pointing out that this would mean a great increase in net 
profits. Moret and his technical colleagues were won over. 

Moret at first tried to bargain over the purchase price of 13,200,000 
kronor but Marcus Wallenberg resisted this firmly. The only point he 
conceded was that half the sum might be paid in ordinary shares and 
the rest in 6 % preference shares; in other words, ordinary shares were 
acceptable for that part of the price representing the profits of the orig- 
inal owners. He did not agree with Moret’s suggestion that the whole 
capital should be raised from shares but insisted that part should come 
from the issue of a bond loan. This would enable the Scandinavian group 

to retain a position equal in influence to that of the French while at the 
same time obtaining ready money in return for allowing them to par- 
ticipate in the project. This was all the more important as the Banque 
de Paris did not want to commit itself to a time-table for the devel- 
opment of Rjukan, which was particularly urgent for Asea. Marcus 
Wallenberg was confident, however, that “once the finger is in the 
pie, the hand will follow”. On 17 May Moret presented a proposal, 
based on an output of 600 kg per kilowatt-year; but he mentioned that 
the pilot plant had achieved a figure of 680 kg. The first waterfall to 
be developed should be Svelgfoss which would cost 7,100,000 kronor 
apart from the property. Boylefoss, costing 7,904,000 kronor, should 
follow, then Rjukan (57,200,000 kronor) and Vamma (13,520,000 
kronor). Funds for the first stage would be raised by a 16,300,000 
issue of shares and 4,000,000 kronor of bonds. Dividends on the shares 
at the four stages were assumed at rates of 8.92 %, 9.4 %, 19.56 %, 
and 21.10 %. Marcus Wallenberg was satisfied with this proposal and 
was fairly confident that all would go well. A favourable development 
was the recent rejection by the Swedish Riksdag of a proposal to impose 
duties on exports of iron ore from Sweden, for there had been some fear 
in Paris that, when the Norwegian nitrate industry got started, the go- 
vernment might tax the export of saltpetre."4 

14 “T am pleased, particularly on Johnson’s behalf, about the result of the ore vote. 
It’s just as well that the peasants allowed themselves to be convinced. As our poet 


Tegnér says, ‘ore is as true as its ring’. This will not be without its effect on our 
nitrate negotiations either, as one of the Parisbas administrators is a shareholder in 
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Moret could not persuade his board to accept the whole plan. The 
best he could achieve was a counter-proposal committing the Banque 
firmly to no more than 10 %, or 2,000,000 kronor, with an option un- 
til 1 October of up to 50 %, but also with a right to complete with- 
drawal until 1 September, if the report of a committee of experts proved 
unfavourable. K. A. and Marcus Wallenberg were to promise to join 
the board. When Marcus Wallenberg was convinced that no better offer 
could be obtained at the present, he was prepared to accept an agree- 
ment on these lines. 

At this moment there were particular reasons why it was desirable to 
bring matters to a speedy conclusion. Swedish-Norwegian relations were 
deteriorating rapidly and of this fact the Banque de Paris, having just 
negotiated a Norwegian armament loan, was perfectly well aware. On 
the immediate cause of dispute, the question whether Norway should 
have her own consulates, the Norwegian Storting had passed decisive 
resolutions on 17 and 23 May. On 26 May King Oscar II had proclaimed 
his veto. K. A. Wallenberg immediately informed Marcus by telegram 
of the situation. 

On 2 June Moret’s board accepted his proposal. Marcus Wallenberg 
summoned Eyde to Paris, insisting that it was essential for him to come 
before any new difficulties arose. Discussions with Eyde mainly con- 
cerned his salary and special privileges, but these involved various com- 
plications. These and the other outstanding problems had been solved 
by 7 June. On the very same day the Storting passed its historic resolu- 
tion on the dissolution of the Union but the negotiations do not seem to 
have been affected in any way. The parties continued to discuss various 
details and to work at the drawing up of an agreement, but no written 
agreement was ever produced. From the recorded no*es, however, it 
appears that verbal agreement was reached to the effect that the share 
capital was to be increased by 300,000 kronor, SEB subscribing for 
preference shares to this amount, while the Banque de Paris would in- 
crease its firm engagement to 2,500,000 kronor.” 


Grangesberg (via Cassel) and has been raising the alarm that the export of saltpetre is 
going to be taxed.”” MW to Kinnander 17/5 1905. 

15 “As a postscript to our telephone conversation I should like to add that no 
formal agreement has been reached with the Banque de Paris as we were unable to 
accept the Bank’s version of the contract and in addition some of the information pro- 
vided by us was not set out in full.” MW to Eyde 10/8 1905. 
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In return for increased contributions from SEB the Banque de Paris 
had agreed to play a bigger part in the company. Marcus Wallenberg 
was however still trying to persuade it to assume the whole share which 
had been planned for it. If he failed the problem would remain of raising 
the 7,500,000 kronor which no one had as yet agreed to subscribe, but 
on which the Banque de Paris still held an option until 1 October. How- 
ever favourable the report presented by the committee of experts who 
were to inspect the waterfalls and production methods in July, the Banque 
de Paris would still have no legal or moral obligation which would ensure 
the solution of the financial problems connected with the plans. 

At one stage it seemed that the minimum conditions relating to rate 
of output stipulated by the French for their restricted contribution would 
not be fulfilled. The experimental factory at Notodden was at this time 
producing at a rate of 400 kg per kw-year, not the 600 kg on which 
calculations had been based. About 7 July, one week before the experts 
were to arrive, a major technical difficulty was overcome and production 
went up to 530 kg.1° Marcus Wallenberg had quite understandably been 
as worried as anyone. During the negotiations in Paris he had been 
dazzling the French with the prospects of an output rate of even more 
than 600 kg. He reminded Eyde of this when he insisted that the require- 
ments of the Banque de Paris had been met. He also pointed out that 
they had no firm agreement to fall back on and that they still had to 
induce the Banque to take up their option on half the capital. “We shan’t 
persuade them by holding a knife at their throats.” If negotiations were 
broken off they could only be restarted from the beginning again and 
that would not bring the development of Svelgfoss any nearer. They 
must keep calm and show no anxiety. He kept his own advice when 
dealing with Moret even when the latter informed him of the difficulty 
he was having in getting the proposals accepted by his board. Moret 
urged the Wallenberg brothers to use their influence with the directors 
and particularly with the chairman, and even to come to Paris to do 
so. Marcus Wallenberg did not reply directly to this but insisted instead 
on the industrial feasibility of the new method, presenting it as an 
established fact. If the present negotiations were too prolonged the 
French might lose their chance. Eyde was becoming over-confident 


16 FE. Bodtker Ness, ‘Birkeland-Eydeovnens historie’ in Anker Olsen, Norsk Hydro, 
pp. 99 f. 
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now that Professor Witt of Berlin had stated that production was 
proceeding at a rate of 530 kg. Marcus implied that the Germans might 
be interested. 

To reach a final settlement the four men most concerned went to 
Paris. The report of the experts confirmed that the Birkeland-Eyde 
method was industrially practicable and spoke in superlatives when 
describing the scientific aspects of the production method. Production 
costs were thought to be low, but as far as the rate was concerned no 
more than 500 kg per kw-year should be expected for the time being. 
This last point was undoubtedly a blow to the Scandinavian consortium. 
It was already September and negotiations for the dissolution of the 
Union were going on while tension was growing and both nations were 
beginning to prepare for war. 

It soon became clear that the Banque de Paris would not commit it- 
self to more than the 2,500,000 kronor already promised. Marcus Wal- 
lenberg said later that the low rate of production was used as an excuse, 
but that the real reasons were that the board’s chairman, Gouin, and 
some of his colleagues disliked transactions based on patents and in 
addition were afraid of the consequences of a breach between Norway 
and Sweden. Consequently the Scandinavians decided to aim at a more 
modest objective. A company was to be formed for the first stage 
of the project only, i.e. the exploitation of Svelgfoss, and no other prop- 
erty would be acquired. Having submitted a formal proposal to this ef- 
fect to the Banque de Paris, K. A. Wallenberg and Tillberg returned 
home to Sweden. 

From the point of view of the French bank a company formed solely 
to exploit Svelgfoss was less valuable than the proposals contained in the 
June agreement unless they received an option to buy the remainder of 
the property held by the consortium. K. A. Wallenberg urged that the 
Banque de Paris should be given an option without more ado; “possible 
future advantages ought not to lead us to break with a group which has 
now accepted our proposal and which is the body most able to advance 
matters when large funds are needed. For my part I am prepared to 
grant to the company now being formed, in which we can exercise what 
influence and play what part we will, an option on the remaining water- 
falls and the patents at the price which was previously fixed for all the 
property, namely 13,200,000 kronor ... This is of course ‘sauf mieux’, 
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but above all we must avoid a complete rupture.” Marcus Wallenberg 
was less inclined to favour such an option on all property and the nego- 
tiations resulted in a compromise, the provisions of which were clear 
by 7 September. The Svelgfoss company was either to pay 40,000 kro- 
nor a year for its licence, or to have a 3-year option for the outright 
purchase of the Norwegian patent for 500,000 kronor; it was also en- 
titled to buy Rjukan in return for 5,000,000 kronor plus interest and 
an annual payment of 80,000 kronor, with an option to buy Vamma 
and Boylefoss. If these waterfalls were developed by any one else for 
use in conjunction with the Birkeland-Eyde patent such a user would 
pay 2 kronor per kw-year, and the company would receive 10 % on the 
net receipts from the sale of the patents. Marcus Wallenberg attached 
great importance tothe income this would bring in. “We are now free 
on the other hand,” he wrote, “to exploit Boylefoss, Vamma and the 
other patents, which is essential since the Svelgfoss affair is not bringing 
us any funds and we need money to take care of these properties.” 

Neither K. A. Wallenberg nor Tillberg were content with this solution. 
Tillberg considered that the French were getting better terms than the 
Wallenbergs two years earlier. “They are skimming off all the cream. 
In the sale of Rjukan we are tying ourselves for three years just for a 
few pennies.” He personally got so little in cash from the transaction 
that he felt unable to take any further part. He wanted to open negotia- 
tions in Germany or the U.S.A. and could hardly bring himself to believe 
that Eyde had accepted the proposal. Not even at the Banque de Paris 
was everyone Satisfied. Gouin maintained later that he had been forced 
into the deal and did not conceal his irritation with Moret and SEB. In 
fact the agreement resulted in strained relations both within the con- 
sortium and between SEB and the Banque de Paris. It was the latter 
strain that must have disturbed K. A. Wallenberg the most. 

The agreement was signed on 13 September, the day before the 
climax of the Union crisis. Eyde said later that Marcus Wallenberg 
felt it best to return home immediately. On their way back a telegram 
from the Banque de Paris reached them at Cologne, requesting further 
discussions in view of the political deterioration. They had the contract 
in their pockets, however, and continued on their way. A Norwegian 
company was to be founded with a capital of 4,000,000 kronor in pref- 
erence shares and 3,000,000 in ordinary shares. The Scandinavian 
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group transferred to it the option rights mentioned above together with 
Svelgfoss and the right to buy the experimental factory for 500,000 kro- 
nor. The group received 3,000,000 kronor in ordinary shares, of which 
250,000 were handed to the Banque de Paris as a bonus in return for 
the bank’s contribution in subscribing for 2,500,000 kronor of 8 % 
preference shares. SEB undertook to subscribe for 1,500,000 kronor in 
preference shares as well as for 2,500,000 in 51/2 % bonds. The Scan- 
dinavian group was to receive 315,000 kronor in cash in return for 
defraying the payment of 5 % interest on the preference shares while 
the installations at Svelgfoss were being built. 

For the Scandinavian group the price paid for the co-operation of the 
Banque de Paris in these nitrate operations was the abandonment of all 
hope of realising ready cash on their property. Elektrokemisk received 
nothing at all, and the 3,000,000 kronor of ordinary shares went to the 
Svelgfoss consortium which in turn found that the only money it received 
was the 315,000 kronor mentioned above. The main financial respon- 
sibility still rested with SEB, which had promised to find 4,000,000 kro- 
nor as against the 2,500,000 to be found by the Banque de Paris. The 
value of the French bank’s contribution was not limited to this sum, 
however, but lay also in the possibility of further co-operation in the 
future. 


6. The foundation of Norsk Hydro 
Eyde did not wait for the formalities to be completed but set to work 
immediately to start building at Svelgfoss. The man in charge of the 
work, the engineer Kloumann, soon had a large labour force on the 
job. A temporary credit was obtained from Providentia, but it was hoped 
that the proposed company would soon become a reality and take over 
the financing of the building. Delays arose, however, out of differences 
with the French over the distribution of the so-called founders’ certifi- 
cates which would entitle the original promoters to subscribe for new 
issues. It was eventually agreed that these should hold one quarter of the 
rights. There was also some difficulty in adapting the new company’s 
constitution so that it would conform to both French and Norwegian 
law. Marcus Wallenberg and the lawyer Rygh both worked on this prob- 
lem but then Moret had to go to St. Petersburg for a conference with 
other representatives of international financial groups to discuss a new 
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government loan and this caused still further delay. SEB was very 
anxious to have Moret on the board of the new company but Gouin 
resisted this, saying that Moret represented the interests of SEB rather 
than those of the Banque de Paris. K. A. Wallenberg insisted, how- 
ever, pointing out that it was the Banque which had wanted him and 
his brother to become directors. It also took some time before rela- 
tions with Elektrokemisk and the position of Eyde and Birkeland were 
straightened out. 

On 2 December 1905 ‘Norsk Hydro Elektrisk Kvelstof A/S’ was 
at last founded in Kristiania; the company was known in French as 
‘Société Norvégienne de l’Azote et de Forces Hydro-électriques’. Only 
Eyde, Marcus and Oscar Wallenberg were actually present. The articles 
of association listed the names of the original board members: these were 
the four leaders of the Scandinavian group together with Moret, Count 
G. de Germiny and Girod de l’Ain on behalf of the Banque de Paris. 
Two places were reserved for further Norwegian representatives. One 
Frenchman (A. de Laselve) and one Swede (Th. Frélander) were named 
as ‘superintendents’, or auditors, but no Norwegian. Later additions to 
the list were Admiral U. J. R. Bgrresen and Gustav Smidth, the head of 
the Union Co. at Skien, as members of the board, and Gunnar Knudsen, 
a left-wing politician, later to be Prime Minister, as an auditor. For a 
time Eyde was the only Norwegian name in the document, probably 
because the new nitrate development was first made public in connexion 
with the foundation of the company in Norway. It had in fact been the 
concern of a small group in which Eyde was the only Norwegian 
with any influence on the commercial development of the invention. 
His status had been fixed by the agreement of 1903 which secured 
for ten years his position as a director and as head of Elektrokemisk and 
of any future company that might be formed. The articles of the new 
company confirmed this position and also set out his salary. He was to 
receive 50,000 kronor a year plus 24/2 % royalty with a further 30,000 
kronor a year while the construction of the Rjukan works was going on. 
If he ceased to be managing director after ten years the royalty payments 
would still continue up to a maximum of 100,000 kronor a year. 

The board had surrendered for ten years the right to dispense with 
Eyde. On the other hand, it was probably contemplated that the board 
would exercise a much closer supervision than was usual. One indication 
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of this is the fact that the board began to function in two sections, one 
Scandinavian and one French; in the latter, the ‘Comité de Paris’, Moret 
established a position for himself as ‘Administrateur Délégué’, to deal 
with current problems. Marcus Wallenberg became chairman of the 
board. He obviously saw himself as having to devote a lot of time to 
the company as he opened a new file solely for its correspondence. By 
1915, he had used no less than twelve letter-books of 500 pages each 
on Hydro affairs. The greater part concerned routine matters, but never- 
theless their bulk gives some measure of the great interest Marcus Wal- 
lenberg took in the Norwegian nitrate industry. This was especially true 
of the earliest years when every matter of importance was referred to 
Marcus Wallenberg, Moret and Eyde.** 

The dominant position on the board of Moret and Marcus Wallenberg 
was of course based on the fact that they represented the main share- 
holders. The share capital amounting to 7,000,000 kronor was divided 
into 11,112 preference shares and 8,334 ordinary shares of 360 kronor 
or 500 francs. Apart from the 450 ordinary shares which had been re- 
ceived as commission, the French group held 7,000 preference shares. 
There were 51 subscribers to these, the Banque de Paris itself holding 
1,000 and the closely associated Société Générale the same number. The 
Banque de l'Union Parisienne held 400, the Société Franco-Suisse 250, 
the Dresdner Bank in Berlin 200 and two small French credit institutions 
and three merchant banks together held 600; in other words 3,450 shares 
had been distributed among institutions co-operating with the Banque 
de Paris. The managers of the Banque de Paris also subscribed on a 
large scale, the biggest holder being Hugo Finaly (the father of Horace 
Finaly) who held 500 shares, closely followed by Moret with 400. Thus 
the leading position of the Banque de Paris in the French group had 
been established beyond doubt. The list of shareholders for 1907 shows 
little change, the groups remaining largely as originally constituted. 

The SEB group owed its position above all to the fact that the ordi- 
nary shares were all allocated to the Svelgfoss consortium. They handed 
some over to the French group and others to numerous helpers in Nor- 
way and Sweden, retaining in the end 1,405 shares each. As the Wallen- 


17 Anker Olsen’s view that once Hydro had been founded Eyde was left in sole charge 
and his description of subsequent developments with hardly a mention of Marcus 
Wallenberg can be explained by his inadequate use of SEB records. Anker Olsen, Norsk 


Hydro, particularly p. 146. 
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berg brothers received 1,040 shares in addition as commission they had 
altogether 3,850 shares at their disposal. They seem to have retained 
their holding as did Tillberg, but Eyde immediately began to get rid of 
his, partly through Marcus Wallenberg who placed them with friends in 
Sweden. In November 1906, 5,339 of the ordinary shares were in the 
hands of the Swedish leaders of the SEB consortium or of persons closely 
connected with them. As far as the preference shares were concerned, 
the shareholders in Elektrokemisk were entitled to subscribe for the 
1,500,000 kronor which SEB had guaranteed. Marcus Wallenberg 
pointed out the possibilities of future profit in the concern and advised 
the full use of subscription rights. He was anxious to keep these rights 
as far as possible under his own control. 

Of the 4,112 preference shares going to the Scandinavian group 3,303 
found their way into the hands of the SEB group which thereby acquired 
a majority holding in the company. Eyde acquired and retained 286 
shares, the largest single holding of the 811 preference shares in Nor- 
wegian hands. The next largest holder was Setren with 108 and then 
Birkeland with 27. The remaining 390 shares were distributed among 
97 shareholders, of whom only three held as many as 20 shares. This 
wide distribution undoubtedly arose from the opening of a public sub- 
scription list in Kristiania along with an announcement that a dividend 
of 10 % was likely.** It was Eyde who made his share rights available 
to the public in this way and thus made it possible for Norwegians gener- 
ally to take up shares, even if only to a limited extent. 

When Norsk Hydro was founded the Norwegian partners in the firm 
reduced their cash contributions, but the Swedes increased theirs. The 
Swedish shareholders were, as before, all private individuals, and the 
actual promoters, the Wallenberg brothers and Tillberg, had large hold- 
ings. At the end of 1906 SEB granted Tillberg a loan of 100,000 kro- 
nor and this he used to complete his payment for the shares themselves. 
SEB’s concerns with share payments for Norsk Hydro show that Marcus 
Wallenberg paid 648,720 kronor, or the price of 1,802 shares on behalf 
of various individuals and a smaller amount in his own name. On pay- 
ment days the necessary money was borrowed at SEB. Kinnander took 
up the loans, and shares belonging to K. A. and Marcus Wallenberg in 


18 Anker Olsen, Norsk Hydro, p. 142. 
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Svensk-Dansk-Ryska Telefon AB and in AB Ryllshytte Zink- och Bly- 
gruvor were used as security. This was a continuation of the consortium 
of 1904 for shares in Elektrokemisk, with the same sub-participants, 
Printzsk6ld, Frisk, Oscar Wallenberg and Kinnander. 

SEB’s large commitments in the nitrate concern made it natural to 
arrange the financing of share purchases in the new company by using 
shares from quite unrelated fields as security, thus minimising the risk 
for the bank. Its function may be said to have been limited to enabling 
subscribers to engage their own resources without themselves having to 
find the money by realising securities. Nevertheless, the fact remains that 
the whole transaction was made possible by SEB’s liquid assets. 


7. Rjukan and political intervention 


In January 1906 the position was that the Scandinavian nitrate con- 
sortium led by SEB held a majority of shares in Norsk Hydro. This com- 
pany was developing Svelgfoss and constructing a factory at Notodden 
to use the power produced by Svelgfoss. At this point Hydro exercised 
its right to take over the experimental factory from Elektrokemisk in 
return for a block of Hydro’s new preference shares, a move which 
deprived Elektrokemisk of some of its current income and transferred it 
to Hydro. Elektrokemisk held the consortium’s greatest assets, namely 
half the shares of the Kvelstof company (which held the Birkeland-Eyde 
patents), the waterfalls of Rjukan and Vamma, and the option on Boyle- 
foss. Apart from sales of patent rights these other assets could only be 
expected to provide returns if considerably more capital was invested in 
them. The company and its shareholders had to pay charges on 2,613,000 
kronor of loans from SEB, and more money, estimated in 1906 at 
315,000 kronor, was still required to complete the necessary purchases 
of property. If no funds could be obtained through the sale of property 
further big loans would certainly have to be raised. Since the greatest 
asset, Rjukan, would for some years remain on option to Hydro, its ex- 
ploitation was therefore subject to the wishes of the French group. 
Within a few weeks of the foundation of Norsk Hydro, Eyde raised 
the question of selling Vamma and Boylefoss. He wanted to found a 
company in association with Badische to develop these falls and hoped 
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that the Germans would provide the finance. Eagerly and skilfully he 
showed how this would free Elektrokemisk from debt and enable it to 
buy more waterfalls. Speculation in waterfalls had already begun and 
the development of Svelgfoss would force prices up strongly (p. 442). 
To Marcus Wallenberg’s objection that the Germans had proved difficult 
to deal with and that it might be a good idea to let the English compete 
with Badische for Vamma and Béylefoss Eyde rejoined that co-operation 
with Badische was desirable for its own sake. They could supply valuable 
chemical experience and would be a useful ally in the German market. 
“The eyes of the world are now on us,” he wrote, “but if we neglect our 
present opportunity we shall have to beat our drums again to attract 
back the attention we have at the moment.” 

Eyde put forward his proposal for co-operation with Badische at the 
first full board meeting of the directors of Hydro which took place in 
Paris on 31 January 1906. His colleagues did not feel the time was ripe, 
however. Nevertheless, Marcus Wallenberg was asked to arrange a meet- 
ing with Professor Witt, in Berlin, Eyde’s main contact with the chemi- 
cal industry in Germany, with a view to possible conferences with Ba- 
dische. When he asked Witt what Badische hoped to gain by this alli- 
ance the latter replied, “the waterfalls, since they will probably soon 
be able to work out the process for themselves.” Some anxiety arose 
when it was announced in the KO6lnischer Zeitung that Badische was 
going to build a nitrate factory at Mannheim. Moret began to work out 
detailed plans on the basis of Eyde’s idea, but refused to accept Eyde’s 
information without checking it and held that the Badische method was 
still at the laboratory stage. Eyde became more and more irritated. He 
told Marcus that the snail’s pace of the French was going to ruin every- 
thing. 

News of a rival method of production must have seriously affected 
prospects for selling patent rights and licenses. In the autumn of 1905 
Marcus Wallenberg said that the cyanamide method was not yet industri- 
ally practicable and made light of certain results presented in Thermo- 
dynamik, Technische Gasreactionen by Dr. F. Haber, in which it was 
stated that production by the Birkeland method could not be raised above 
50 % of the theoretical maximum. By February 1906 he was convinced 
all the same that the cyanamide method had been so simplified that it 
could compete with that of Birkeland. In this instance he seems to have 
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been relying on information gained in connexion with the plans for ex- 
panding the Alby company. Far from trying to hamper these plans he 
helped to carry them through by means of the Tysse affair (p. 481). No 
Birkeland-Eyde patents had yet been sold. Marcus Wallenberg tried in 
vain to exploit the Swedish patent by proposing to build a factory at 
Trollhattan where the falls were owned by the state. It would be impos- 
sible to give a full account of patent projects at this period. Options were 
being discussed for waterfalls as far away as Mexico and Canada as well 
as France. 

Since the exploitation of patent rights began to seem more and more 
difficult, co-operation with Badische seemed more and more urgent, 
partly to avoid competing with an improved method and partly to ensure 
the swift development of Rjukan. At the same time Elektrokemisk 
was facing reduced prospects of earning anything from its sole source 
of income, the patents, though its expenses were heavy. The responsibil- 
ity for finding funds lay with SEB and in March 1906 the bank became 
involved in a wholly new engagement through the purchase of Wifsta 
Varf. This might be regarded as the equivalent of a loan of more than 
10,000,000 kronor, nearly twice as large as any other commitment. 
This was followed in April by the Kopparberg-Hofors business which 
increased SEB’s total loans by 5,200,000 kronor (p. 493). It was a situ- 
ation which called for the disentanglement of other loans. 

By the time the Wifsta Varf purchase had been completed Marcus 
Wallenberg was showing a stronger inclination to co-operate with Ba- 
dische. He explained to Moret on 23 March that he had agreed to 
Eyde’s request for a conference with Badische and was ready to go to 
Berlin on 4 April. There was too much at stake to be cautious, and they 
had better stop playing hide-and-seek. Moreover Badische realised their 
own strong position and though they valued co-operation they could no 
longer be forced into it. Three days later Eyde who was in London on 
business connected with the Tysse affair was summoned to Stockholm. 
Marcus Wallenberg’s view now was that co-operation with Badische 
would have to be established before the French could be induced to 
contribute more money though the Svelgfoss factory was not yet oper- 
ating. If the attempt was unsuccessful they would have to try elsewhere, 
“perhaps by forming an English consortium to take over the business, 
and possibly even buy out the French.” 
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SEB’s decision was thus to go all out for Eyde’s solution, but the bank 
was critical of his methods. He was, as K. A. Wallenberg wrote, “dash- 
ing around Europe like a cat on hot bricks. He won't get results that 
way. We must let the Germans feel the full weight of our syndicate: 
it’s no good a Swede or Norwegian just going over and chatting to 
them.” This was a perfectly natural attitude in view of the strength of 
the German position. Behind Badische lay a cartel which dominated the 
whole of the German chemical industry, including Farbenfabrik vorm. 
Friedrich Bayer & Co. of Elberfeld and A. G. fiir Anilinfabriken in 
Berlin. They were financed by the powerful Discontogesellschaft group. 

On their way to Ludwigshafen Marcus Wallenberg and Eyde worked 
out in Berlin a plan for co-operation with Badische. Moret was informed 
of the plan and of the outcome of the negotiations. The plan contained 
a proposal for a company to be formed to exploit both the Badische and 
the Birkeland-Eyde patents. The Hydro group would undertake the 
development of approximately half the Rjukan fall. The plan laid as 
much stress as possible on waterfalls but made no mention of financial 
difficulties. 


The acquisition of water power was already beginning to be difficult 
at this time. A few days later the so-called ‘panic law’ passed on 7 April 
1906 created a real obstacle. This law was the direct result of the public- 
ity which surrounded the founding of Norsk Hydro. An epoch-making 
Norwegian invention had turned that country’s waterfalls into a great 
and hitherto unsuspected asset. There was mounting speculation in 
which, as will appear later, SEB took part (p. 479). In order to raise 
the price one owner who was negotiating a sale went to the Norwegian 
Storting and offered his waterfall to the state with the plea that this 
would preserve it from the group of Swedish capitalists. Rumours of 
mass-buying began to spread and the newspapers reacted against for- 
eign buyers. According to Verdens Gang foreign agents were roaming 
the country seeking to buy up all available sources of water power for 
speculative purposes. Sarpsfoss and Honefoss were owned by an English 
company, Kykkelsrud was German, and Vamma Swedish. Now Rjukan 
and a number of other waterfalls had passed into the hands of a Franco- 
Swedish firm, the ‘Norsk’ Hydro-elektrisk Selskap, and there had been 
talk that Skjeggedalsfossen was to be sold to Eyde and the Swede Wal- 
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lenberg. Two days later, Johan Castberg, a politician of the radical left, 
asked a question in the Storting about the transfer of water power to for- 
eign ownership. The Minister of Labour, Kristoffer Lehmkuhl, was able 
to reply immediately that the question was under consideration. On 29 
March the government decided to bring forward a bill to prohibit the 
construction of hydro-electric plants generating more than 3,000 h.p. 
without official sanction, and to place Swedish citizens on the same foot- 
ing as other foreigners in such matters as the acquisition of waterfalls. 
Proposals were put forward in secret for temporary legislation to make 
government approval necessary for any sale of waterfalls to foreign citi- 
zens or to limited companies. This was the ‘panic’ law. It was debated 
in secret sessions of the Storting and approved almost unanimously.?® 

The legal conditions affecting the dealings of the SEB group in water- 
fall property in Norway now seemed to have changed fundamentally. 
As far as Marcus Wallenberg could see, the group would not be badly 
hit as they had acquired their falls before the promulgation of the new 
law. Moreover the properties owned by their companies, Elektrokemisk 
and Hydro, could be resold to foreigners, and K. A. Wallenberg 
felt that this would increase their value considerably. The situation was 
quite different with regard to certain other falls in which the SEB group 
was currently interested, notably the Tysse falls where purchase and the 
creation of a company were not quite complete (p. 483). Eyde’s first 
assistant, an engineer called Alf Scott-Hansen, received some soothing 
assurances from Lehmkuhl and Eyde proceeded on his journey to Italy. 
A week later, however, he wired to Marcus Wallenberg asking for a 
meeting in Kristiania to discuss the measures to be taken to protect their 
interests, and possibly to draw up proposals to be laid before the govern- 
ment. 

Eyde had suddenly changed his mind. His proposal now was indeed 
startling. It later became known as ‘Fossegavene’ and was the object of 
much political controversy in Norway. It was published in October 
1906 when the proposals were presented to the Storting in the form of a 
Bill. The main point was that in 80 years’ time the state should have the 
right to take over Rjukan, Vamma and Boylefoss, together generating 


19 Verdens Gang 21/3 1906. Storting Papers 1905/1906. W. Keilhau, Det norske — — - 
i var egen tid, pp. 109 ff. Anker Olsen, Norsk Hydro, pp. 152 ff. 
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310,000 h.p., at a price of 100 kronor per h.p. In return the state would 
grant immediate concessions for the construction of the necessary rail- 
ways and power lines, would not forbid the participation of foreign capi- 
tal in these developments and would guarantee a bond loan of 
18,000,000 kronor, to be amortised over 55 years at 5 %. For a similar 
period the state would receive annual fees amounting in all to 48,000,000 
kronor but would never have to pay out more than 31,000,000 kronor 
for the falls. Eyde’s new attitude has been attributed by Wilhelm Keilhau 
to his awareness of the negotiations between the Swedish government 
and the ore companies and of the possibility of a government loan for 
the development of Rjukan. He also saw that it would be a great advan- 
tage to be secure from further state intervention. Anker Olsen feels that 
this second was actually the main motive.” 

On 23 April a draft was ready which contained the two essential 
points, the take-over by the state and the guarantee of the loan. The 
proposal for an agreement between the Swedish government and the ore 
companies was not published until 8 May. It turned out to be constructed 
on different lines in that no provision was made for regular repayments 
to the state. Such a provision had been contained in the proposal put 
forward by the Wallenberg brothers in 1901 for the purchase by the 
state of the ore companies. During negotiations with the town of Kris- 
tiania for the use of power from Kykkelsrud in 1902 (p. 414), Eyde had 
offered terms which resembled these in principle. In a letter at this time 
Marcus Wallenberg compared Eyde’s 1906 proposal with the ore com- 
pany scheme of 1901, not of 1906. 

Eyde completed negotiations with the government before the approval 
of the French was obtained. This suggested that considerable advan- 
tages were expected from an agreement providing for the future sur- 
render of property for no return at all. The guarantee against future 
state intervention could hardly be reckoned among the advantages. 
Marcus Wallenberg thought after his return from Kristiania that the 
measure was not likely to be permanent. How the prospects appeared 
can be clearly seen from a letter of Tillberg’s at the time of the opposi- 
tion to the agreement in the Storting. The question had been one of 


20 W. Keilhau, Det norske — — — i var egen tid, pp. 116 f. Anker Olsen, Norsk Hydro, 
pp. 156 ff. Storting Papers 1906/1907. 


444 


GERMAN INTEREST IN THE NITRATE AFFAIR 


borrowing money in return for a promise to hand over the falls at a 
future date. A state-guaranteed bond loan was a very good card to 
play when the French insisted on waiting for the results of Svelgfoss 
before investing any money in Rjukan, and when co-operation with the 
Germans on equal terms needed large resources. 

It has already been noted that the Banque de Paris was not kept in- 
formed about these negotiations with the Norwegian government. On 
the other hand, both Marcus Wallenberg and Eyde told Moret about the 
disquiet aroused by the new legislation. It was necessary, they suggested, 
to begin work immediately on Rjukan so that the state could be con- 
fronted with a fait accompli. In other words the legal situation was used 
to put pressure on the French to speed up work at Rjukan. The agree- 
ment with the Norwegian government was not shown to the French un- 
til the board meeting of 7 June, when it was accepted without demur 
and Eyde was congratulated on his contribution to the negotiations. 
They had guessed rightly. Even in Paris the agreement was regarded as 
favourable to the financial interests. State intervention had in fact help- 
ed rather than hindered progress at Rjukan. 


8. German interest in the nitrate affair 


On some occasion Marcus Wallenberg jotted down his views about 

co-operation with Badische on a sheet of Kvelstof notepaper, in pencil 

and apparently quite informally: 

1. If we go along with Badische the securities will look respectably interna- 
tional and valuable. 

2. Resources will of course be immobilised but it will be worth while as 
they ought to earn 100 % in two years. 

3. If I don’t join Badische now I shall lose my chance. 

4. This transaction should not be postponed through any immediate dearness 
of funds. The money has to be paid out over a period of two years, com- 
paratively little at first. 


The note is undated, but it must have been written at the time when 
Badische was assumed to be interested in the project, but liable to lose 
interest at some future time and then even to become a dangerous rival. 
Quick decisions were needed and these had to be made whatever the 
state of the money market. This was a period of boom. During the latter 
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half of 1905 the German discount rate rose from 3 % to 6 % and the 
Swedish from 44/2 % to 54/5 %. Admittedly both fell slightly in January 
1906 but the experience of the previous boom made it seem likely that 
there would soon be a fresh rise which came in fact in the following 
autumn. 

The first purpose of co-operation with Badische was to construct a 
power station for the upper part of Rjukan. This was intended to supply 
about 100,000 h.p., considerably more than the 29,000 of Svelgfoss. 
Moreover, even for the first stage of development at Rjukan it was neces- 
sary to build railway and ferry communications adequate to provide for 
the whole development of Rjukan. Their cost was estimated at 3,300,000 
kronor, the power station itself at 9,400,000, and the factory plus neces- 
sary working capital at 12,000,000. Altogether 24,700,000 kronor was 
therefore needed to transform Rjukan from an unprofitable and expen- 
sive burden on Elektrokemisk into a profit-making concern. 

When an attempt was made to obtain money by increasing the bond 
loan which SEB had agreed to organise and to investigate the legal 
aspect of this proposal the whole bond loan plan had to be dropped 
because a five-year moratorium on amortisation payments was refused 
by the Norwegian authorities. Eyde was unable to prevail on Moret to 
provide for Rjukan more than 100,000 kronor of the 300,000 kronor 
he had asked for. Work at Rjukan was continued with the help of funds 
from SEB whose claims on Elektrokemisk rose during the year from 
1,350,000 to 2,500,000 kronor. It became increasingly important to 
obtain financial support from abroad at the very moment, the summer 
of 1906, when the prospect of obtaining it from the Banque de Paris 
grew worse. After giving many reminders Moret had begun to receive 
progress reports from the pilot plant at Notodden, and discovered that 
production was far below the figure estimated by the enquiry commis- 
sion. The absorption problem had not in fact been solved and while new 
methods were being tried out the production figures fell to 408 kg per 
kw-hour. Moret proposed that they should try the method of absorption 
worked out by Professor Th. Schloesing of the Institut de France and 
he threatened to send no more money if Eyde did not send him proper 
reports. A visit to Paris by Eyde did not improve matters. 

Marcus Wallenberg replied that he had urged Eyde in vain to be 
more economical. He then visited Notodden and after a discussion with 


446 


GERMAN INTEREST IN THE NITRATE AFFAIR 


Albert Petersson wrote again to Moret that he fully supported Collett, 
the factory manager, in his solution of the absorption problem. To 
appease the French he added that the Schloesing method ought to be 
tried. Eyde, he felt, had his virtues and they ought to rely on his great 
ability and business sense. Moret replied that though Eyde had great 
energy and persistence he also had enormous weaknesses. Everything 
was subordinated to his personal ambition and he was quite unwilling 
to calculate. He was an admirable ‘lanceur d’affaires’ and certainly also 
an excellent construction engineer, but he was hardly an expert in 
chemico-technical matters. All his tremendous energy and persistence 
were concentrated on promoting Rjukan and he calculated that as the 
financiers had now got their fingers caught in the machinery the rest 
would follow. The Paris committee would not be worrying Eyde with 
controls if production figures had been what he had promised. The losses 
on Svelgfoss and Notodden had made it impossible to launch the prefer- 
ence shares on the Exchange. Marcus Wallenberg did not reply to this 
condemnation of Eyde but gave Moret a soothing account of his visit to 
Kristiania. Co-operation with Badische was, he said, more desirable than 
ever. The industrial control exercised by the Germans would be particu- 
larly salutary for Eyde. 

While Marcus Wallenberg was trying to re-assure Moret over his 
doubts about Eyde, the latter was maintaining contact with Badische. 
When the Germans said that they were waiting for the results of their 
own experiments Eyde informed them of the limitations on the rights of 
foreigners to acquire water power and pointed out that his own concern 
was not affected. When Badische refused to be impressed and objected 
to the price of Rjukan and Boylefoss, Eyde became anxious. He sent a 
detailed proposal for co-operation to Germany, but Badische did not 
change their aloof attitude towards Hydro and continued their attempts 
to find water power in Norway by other means. Not until the end of 
August did they agree to a conference. 

Marcus Wallenberg tried hard to persuade not only Moret but also 
Finaly to attend the conference in Berlin, to which Badische ultimately 
invited them, on 11 September. He stressed the importance of the fact 
that Badische had for the first time promised a proposal of their own. 
No decisions could be reached at this conference, but they ought at 
least to be able to produce an agenda to work on later. The Germans 
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were primarily interested in the waterfalls because they were well situated 
and had no legal problems attached to them. There was a danger that if 
this opportunity were neglected Badische might carry on alone. The 
great efforts to secure the collaboration of the French when the Germans 
were about to make their counter-proposal are striking. Marcus Wallen- 
berg must have been very anxious to demonstrate that behind this 
project lay not merely the financial assets of SEB but also those of the 
biggest banque d'affaires in France. 

Marcus was very satisfied with what was achieved in Berlin. In a 
proposal dated 10 September Badische suggested the formation of a 
power company and a saltpetre company for which the Franco-Swedish 
and the German groups would each supply power with a proportionate 
right to acquire shares. The Hydro group thought that immediate advan- 
tage could be taken of Badische’s wish to acquire waterfalls and Eyde 
offered them Vamma and Boylefoss. The head of Badische, Heinrich 
von Brunck, displayed no enthusiasm, however, and refused to agree 
that any advantage should be granted to Hydro as a result of the provi- 
sion of cheaper capital. This they were of course hoping to do through 
the state guarantee, a bill for which had just been laid before the Stor- 
ting. Badische, helped by Fr. Hiorth, were at this time busily engaged in 
acquiring the two waterfalls of Tyin and Matre of 80,000 h.p. each.” It 
was not in the German interest to relieve the position of Hydro by buy- 
ing their waterfalls. 

If no waterfalls could be sold large funds would have to be obtained 
elsewhere to ensure co-operation with Badische on equal terms. On 26 
October 1906 Marcus Wallenberg and Eyde arrived in Paris. Eyde had 
travelled via Ludwigshafen where von Brunck had said that his bank 
connexion would finance Badische’s half of the transaction. In Paris 
failure was only just avoided. A meeting arranged with Badische for 3 
November had to be postponed. Marcus Wallenberg had to make use 
of all his French contacts and called, among others, on the Crédit Lyon- 
nais. Success came, however, through the Banque de Paris where he 
persuaded M. Noetzlin, a director of the bank, to arrange a meeting 
with M. Aron of Rothschild Fréres. This took place on 5 November. 
It did not produce results immediately, but shortly before his departure 


21 Anker Olsen, Norsk Hydro p. 175. 
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to Ludwigshafen on 6 November Marcus Wallenberg received a note 
from Moret, “L’affaire est en trés-bonne voie, mais on n’aura de ré- 
ponse que demain.” In Mannheim he received a telegram, “Banque 
de Paris marche”. Rothschild had promised to undertake participa- 
tion to the extent of 3,500,000 francs. 

Thus at the eleventh hour they had created the possibility of co-ope- 
ration with Badische on equal terms financially. On 16 November began 
four days of hard bargaining resulting in an agreement in principle 
for co-operation. For Hydro this meant an increase in capital of 
17,000,000 kronor which would be taken over by the Banque de Paris 
in so far as the shares were not taken up by the original shareholders. 
“There’s many a slip between the cup and the lip,” commented Mar- 
cus Wallenberg, “but if all goes well we shall be pretty comfortable, 
for the nitrate companies’ loans from SEB will be repaid, and we can 
also repay a good deal of the share capital in Norsk Elektrokemisk.” 
This meant a very valuable relief in the existing tightness of the money 
market. Elektrokemisk would altogether receive 9,300,000 kronor and 
Marcus Wallenberg calculated that it would gradually be possible “to 
repay all our share capital and still have some money left as well as the 
500,000 kronor of preference shares in Hydro received in payment for 
the saltpetre factory at Notodden and Boylefoss, which ought to be 
worth a million at any rate and finally a claim on half whatever the 
foreign patent rights bring in.” 

The final negotiations with Badische began on 17 December and a 
contract was signed on 20 December. This contract was a long one, 
consisting of 42 pages plus a further 102 pages of appendixes, but it did 
not give a complete picture of what was to happen. This was quite 
natural. For instance, the exact value of the waterfalls was not known, 
and Badische did not even state the name of the fall which they intended 
to develop first. It was not stipulated which production method was to 
be used. The contract was only a framework within which co-operation 
could be carried on, and which stated how the waterfalls and the patents 
were to be valued. The important thing was that each side was to have 
half the capital in each of two companies. The first, Norsk Kraft A/S, 
was to take over water-power with total capacity of 500,000 h.p., and 
the group supplying the power was given the right to specify the firm 
which should supply the generating plant. A/S De Norske Salpeterverker 
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was to own the patents and build factories for the production of nitrate. 
Both parties were to benefit equally from any agreement concluded by 
Eyde with the Norwegian government. Both companies were to be gov- 
erned by boards of at least four members, acting jointly, and there were 
to be no managing directors. Above this board of officials there was to 
be a representative body (Aufsichtsrat) in which each group would have 
an equal number of nominees; the groups of owners would have their 
say in this body. 

The consequences of this agreement for Hydro were worked out at 
a conference in Paris in January 1907. Plans were drawn up to finance 
the operation of allocating 22,000,000 kronor to Hydro, including 
2,000,000 to pay 5 % interest to the new shareholders while Rjukan 
was still under construction. Of the capital required it was thought that 
4,000,000 kronor could be raised by a bond loan and the remainder by 
the issue of shares. As a result of a proposal-that Badische should buy 
power from a fall in Kinservik (which was in fact never carried out) the 
new issue was raised to 19,440,000 kronor or 27,000,000 francs. It is 
interesting to note the rounded total in francs. The plan was to issue the 
securities in Paris, but out of consideration for the Stock Exchange in 
Kristiania the value of the shares was lowered from 360 to 180 kronor 
or 250 francs. The point of introducing the shares in Norway was not 
to place them there but to reduce the burden of French taxation. 

Calculations had shown that a dividend of nearly 15 % might well 
be expected. This must have been a tempting prospect for all who had 
the right to subscribe for shares, and Marcus Wallenberg now began to 
show a definite interest. The original intention had been that no more 
than 4,000,000 francs should be newly subscribed in Scandinavia, and 
at Marcus Wallenberg’s suggestion 1,000,000 francs of these were 
reserved for Eyde and Norway. Eyde, however, was not particularly 
interested and only accepted the allocation on condition that the Wal- 
lenbergs promised to take over any shares that he himself could not dis- 
pose of. Marcus Wallenberg made use of the extra sum added to the 
issue figure to squeeze a further 500,000 francs out of Moret. A syndi- 
cate was also organised in conjunction with the Banque de Paris to dis- 
pose of the new shares at a minimum price of 150. The syndicate was to 
cease operations not later than 31 December 1908. To avoid the risk 
that the existence of the syndicate might become known to the Nor- 
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wegian press, its operations did not extend to shares subscribed in Nor- 
way and steps were taken to buy up all shares offered for sale there at 
less than 150. Clearly the members hoped for a good profit from these 
shares providing offers could be limited for a year or so. 

Of the 4,000 shares reserved for Norway the sum of 480,000 kronor 
was subscribed there, the remaining 240,000 kronor coming from Mar- 
cus Wallenberg. What was left of the Scandinavian allotment was placed 
through Marcus Wallenberg and was bought by himself, Knut and 49 
other persons. The consortium which had handled the first issue took 
4,480 shares, only Tillberg taking none at all. For the rest, subscription 
rights were used, and a number of eminent persons, business friends and 
relations were given an opportunity to join in; among the interesting 
names were those of H. Estier of the Est Asiatique Francais with 1,800 
shares, Emil Gliickstadt with 200, and Rob. Benckert, the Bank In- 
spector, who held 40. It was also very interesting that Emanuel Nobel’s 
brother-in-law, Hans Olsen, the Norwegian Consul-General at St. Peters- 
burg, was invited to take 400 shares. It was hoped that as Olsen was 
about to return to Kristiania he might be induced to join the representa- 
tive body at the head of the power company. Among other useful attri- 
butes Olsen was a personal friend of Aron at Rothschild’s. The shares 
held by the SEB group continued in fact to be in the hands of a number 
of friends and acquaintances, but the circle had widened considerably. 
All the shareholders became members of the syndicate. The 1907 Hydro 
shares were distributed as follows:?* 


Banque de Paris Group 


SEB Gr i 
Norway ee France Other countries 


No. of Shares Holdings No. of Shares Holdings No. of Shares Holdings No. of Shares 


2,583 47 15,279 181 73,598 30 16,540 


Even though the SEB group controlled about 20,000 shares of earlier 
issues it became a minority group as a result of the 1907 issue. Power 
was transferred into the hands of the Banque de Paris which controlled 
all the shares held outside Scandinavia either directly or through allied 
banks or individuals. As with the SEB group, however, the number of 


28 According to a list of subscriptions in Norway 190 persons subscribed for 1,514 
shares. Eyde took 833, Elektrokemisk 277 and MW 1.376 shares. 
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shareholders had increased considerably, and a good deal of the money 
came from outside France, principally from Germany, Belgium, Swit- 
zerland and Austria-Hungary. From the wide distribution of sharehold- 
ings followed a wide distribution of the chances of making a profit when 
the shares were placed on the Exchanges outside Scandinavia, notably 
the Paris Bourse. The financing of nitrate development had moved out 
of the hands of SEB and its consortium to the Banque de Paris and the 
international money market. 

In the spring and summer of 1907 almost all the loans Elektrokemisk 
had received from SEB were paid back and, since 60 % of the capital 
was refunded to shareholders, the loans granted to the consortium led 
by the Wallenberg brothers on the security of Elektrokemisk shares 
were also repaid. The original backers for the most part received what 
they had invested during the years 1904 and 1905 at a rate of 62 to 
80 %. In fact they got back most of what they had put in but without 
any interest. They still held Vamma and Boylefoss, preference shares in 
Hydro to the nominal value of 500,000 kronor and certain patent rights. 
SEB’s commitments in the nitrate affair had been almost entirely liqui- 
dated, and those of the original shareholders very largely so. The SEB 
loans to the consortium on the occasion of the 1905 share issue were still 
outstanding (p. 438), and more credit was to be granted for the 1907 
issue. 
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EXPORT CO-OPERATION BETWEEN 
SWEDEN AND DENMARK 


I. A Danish group of entrepreneurs 


The account given earlier of SEB’s collaboration with Isak Gliickstadt 
and Den Danske Landmandsbank suggested that this was almost entire- 
ly confined to bond business. It also appeared from the story of Diesels 
Motorer, however, that Gliickstadt played a considerable part in the fi- 
nancing of industrial and commercial business and was himself active as 
an entrepreneur. In the 1890s he had shown himself a worthy rival to 
C. F. Tietgen for the position of Denmark’s leading financier and after 
Tietgen’s retirement in 1897 he stood alone. His main interest as 
entrepreneur lay in the Free Port of Copenhagen, and in anything con- 
nected with it. This port was intended not merely for the transshipment 
of goods in the ordinary course of international trade but also to provide 
sites for industrial concerns which might benefit from exterritorial status. 
The project was opposed by Tietgen and a number of important Copen- 
hagen businessmen with the result that a whole new industrial and com- 
mercial development was necessary to attract traffic. Gliickstadt’s plans 
succeeded above all because he formed a partnership with a sea captain 
Hans Niels Andersen, the owner since 1884 of a Bangkok trading firm 
which mainly dealt in teak and had acquired a number of small ships of 
its own. In 1897 the two men founded Det @stasiatiske Kompagni which 
was intended to engage in large-scale shipping as well as trading on its 
own account, and in industrial activity. Their initial share capital was 
2,000,000 kronor, not much when it is considered that shipping com- 
panies trading in the Far East used ships costing about 1,000,000 kro- 
nor to build. The first obstacle, a difficult one to surmount, was “The 
Straits, China and Japan Conference’, a cartel organisation founded by 
shipping companies in that part of the world, which discriminated against 
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customers using non-member shipping lines. Here the close connexions 
existing at this time between the Royal families of Denmark, England 
and Russia were not unhelpful. Princess Marie of Bourbon-Orléans, the 
wife of Prince Valdemar, was particularly active and the company ob- 
tained through her some very useful contacts with influential French 
circles. Once Det Mstasiatiske Kompagni was admitted to the ‘Confer- 
ence’ with a limited number of ships, it began to adopt special measures 
to increase the number of ships on the route. Good relations with Russia 
for instance enabled it to found a Russian Far East steamship company. 
There was at this time a great demand for shipping space to carry rail- 
way and war material to the Russian Far East; the new company was 
able to take advantage of the regulation which forbade foreign ships to 
carry goods from one Russian port to another. It benefited in addition 
from subsidies granted by the Russian government. 

In the industrial field the first concern to-be set up was Géteborgs 
Ris- och Valskvarn in 1898. The company subscribed half the capital 
of this concern, obviously hoping to secure a buyer for at least part of 
the rice which it imported from the East. Andersen showed that he 
possessed the enterprise and ability needed to develop a worldwide 
shipping line. He was prepared to undertake whatever activities were 
necessary to ensure a steady flow of cargo. He worked in close co- 
operation with Gliickstadt, and the two men together were the leaders 
of the foremost entrepreneurial group in Denmark at that period.’ 

The long association of the Landmandsbank with SEB made it natural 
that their co-operation should also include the affairs of Det Ostasia- 
tiske Kompagni. SEB does not appear to have played any part in the 
initial stages either of the Riskvarn or of Det @stasiatiske Kompagni. 
In November 1898, however, there is a record that SEB took a sixth 
share in a grant of 2,500,000 kronor which was entered to the credit of 
the Ostasiatiske Gruve Syndikat. This money was to be used for ship- 
building. In return the banks were allowed i.a. the option of a 2 /S share 
in any concession the borrower might obtain. This caused SEB to sub- 
scribe for shares in The Siam Electricity Co., an action of which the 
Bank Inspector disapproved (p. 291). SEB also helped Gliickstadt in his 


* J. Schovelin, Landmandsbanken, pp. 361 ff. H. N. Andersen, Tilbageblik. Aa. Hein- 
berg, En dansk varldserévrare, passim. Nationalekon. Féren:s forhandlingar under se- 
nare halvaret 1898, pp. 138 f. 
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attempt to set up a large bank in Siam with the help of banks in 
France, Germany, and Russia. 

Collaboration with Gliickstadt brought contacts with a group of en- 
ergetic and skilful promoters of international industry and commerce. 
The advantages of this association were soon realised and SEB became 
eager to make its own contribution in the form of new business. 


2. Russian telephones 


In the first phase of growth developments in telephony and the tele- 
phone industry in Sweden were dominated by three personalities, L. 
M. Ericsson, H. T. Cedergren and Erik Storckenfeldt. Ericsson was an 
inventor and manufacturer while the other two were mainly organisers 
of telephone networks. Early successes in this field were based on 
Graham Bell’s original inventions; telephone systems, owned by the Bell 
Telephone Companies, were set up in different parts of the world. In 
Stockholm, for instance, a Bell telephone exchange was opened in 1880. 
Four years before this, however, L. M. Ericsson had set up a workshop 
in Stockholm in which he later turned to the repair and construction of 
telephone sets, and in 1881 he succeeded in winning the contract, in 
competition with the Bell Company, for a telephone system for the town 
of Gavle. A number of mutual telephone associations and local concerns 
now began to be founded in Sweden using telephone systems construct- 
ed by Ericsson. Large scale development began in 1883 when H. T. 
Cedergren founded Stockholms Allmanna Telefon AB, a firm with 
rates low enough to enable it to compete successfully with the Bell 
company. Cedergren’s success was so rapid that he became Ericsson’s 
biggest customer, and by 1885 Stockholm led the world in the number 
of telephones. Difficulties arose after Storckenfeldt had been appointed 
head of Telegrafverket, the national telegraph office, in 1890. Telegraf- 
verket set up a workshop of its own and Storckenfeldt began to try to 
create a state telephone network over the whole country. Local telephone 
systems were bought out and Cedergren was in the end allowed by the 
authorities to compete only in Stockholm itself, but there he retained his 
lead over Telegrafverket. The competition between the two organisations 
was fierce and unrelenting but resulted in low charges and a very wide 


455 


1900—1906 


distribution of telephones. Ericsson supplied Cedergren with equipment 
until 1896 when the latter founded his own firm, AB Telefonfabriken. 
Ericsson now had to concentrate on export markets. He met Russian 
wishes by building a factory in St. Petersburg. As this turned out well a 
bigger factory was planned and completed in 1900. Ericsson now em- 
ployed over 1,000 persons in his various concerns, as compared with 1 13 
in 1890; he made 48,730 telephones in 1900 compared with 5,883 ten 
years before. In other words exports fully compensated for losses on the 
home market, a great tribute to the high quality of Swedish telephone 
equipment.” 

In 1896 Ericsson transformed his firm from the private company of 
which he was the sole owner into a joint-stock company with a 
capital of 1,000,000 kronor. Apart from an initial loan of 1,000 kronor 
from a friend in 1876 to start his little workshop, he apparently built up 
his firm to industrial proportions solely by ploughing back profits. This 
was possible because development occurred by stages and because 
Ericsson took no part in the financing of the new telephone networks. 
Cedergren had been the pioneer in the latter field, but his company had 
needed to issue one block of shares after another until in 1900 its share 
capital amounted to 1,800,000 kronor. Cedergren learned how to pres- 
ent calculations so that the figures would convince subscribers that it 
was worth while to invest the money needed to establish large plants 
with low charges and low running costs. Dividends were kept regularly 
at 8 % and most of the profits were invested in the telephone systems. 
At the turn of the century Cedergren, like Ericsson, looked abroad for 
compensation for the reduced opportunities in Sweden. An occasion was 
provided by the expiry of the telephone concessions held by the Bell 
company in the five main cities of Russia. These concessions had been 
developed on wholly different lines from those adopted by Cedergren: 
high charges had kept down the number of subscribers in Moscow to 
3,058, though in Stockholm Cedergren’s network alone had 27,111 
subscribers. The Russian government was not satisfied with the posi- 
tion and invited applications for an 18-year concession promising to 
grant it to the applicant offering to charge the lowest rates. Cedergren 
won the contracts for Moscow and Warsaw. It is known that Cedergren 
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received financial support from K. A. and Marcus Wallenberg and 
from Isak Gliickstadt but no details are available.* 

Ericsson was not a client of SEB, but from 1882 on Cedergren 
had a small credit, though in later years his account only showed de- 
posits. Indeed the initiative in this matter did not come from either of 
them. A letter dated 3 April 1900 from K. A. Wallenberg to Isak 
Glickstadt reminded him that they had discussed “the joint financing 
of any Scandinavian business that might be lucrative and require our 
united efforts.” Wallenberg went on to say that he considered the cur- 
rent Russian proposition to be such a matter. He had spoken to the head 
of Telegrafverket who agreed to put his best engineer and all the 
experience of the organisation at their disposal. He suggested that 
Gliickstadt should try to persuade Princess Marie to use her influence. 
The financial side ought to be handled by the Landmandsbank, the 
Banque de Paris and SEB. If subscribers were charged 100 roubles a 
year (192 kronor) — the Bell company in St. Petersburg charged 240 
roubles — the profit would be 25 roubles per instrument. The prospect 
was well worth considering “not least because this is a field in which 
we have plenty of experience, and because we have at our disposal men 
of experience and proven competence.” 

K. A. Wallenberg must have had his figures from Telegrafverket and 
the technical expert mentioned must have been Axel Hultman, the 
district engineer (and later telephone director) in Stockholm who was 
on good terms with the Russian Telegraphic Board. K. A. Wallenberg 
wanted to make use of Gliickstadt’s connexions with the Russian Court, 
but later, when it seemed that the bankruptcy of a Danish firm supported 
by the Dowager Empress Dagmar (a daughter of the King of Denmark) 
might endanger the reputation of the Danes in Russia, he was quite 
prepared to abandon his co-operation with Gliickstadt to see “if an 
arrangement could not be made between French capital and Swedish 
technical skill.” 

His hope of co-operation with French capital was natural enough in 
view of the credit which had just been secured for LKAB (p. 260). The 
approach was made to Thors and Moret when they visited Stockholm 
in June to present their tender for a Swedish government loan. This 
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was the last occasion on which Moret visited Stockholm as the represen- 
tative of the Crédit Lyonnais; when he returned a month later it was 
to study the telephone proposition as the representative of the Banque 
de Paris. Meanwhile SEB had begun work with Cedergren who went 
to Russia to examine the situation personally. Clearly K. A. Wallen- 
berg envisaged a construction company to build the plant while another 
company would run the telephone system. It was intended that the 
general public should be invited to hold shares in the telephone com- 
pany but that the construction company, which would provide the big 
profits, should remain in the hands of the consortium. 

On 3 August 1900 Moret returned to Paris accompanied by K. A. 
Wallenberg, but the latter soon realised that the Banque de Paris was 
not particularly interested in his idea. More interest was shown by 
Gliickstadt with whom Wallenberg was then working in connexion 
with the foundation of a bank in Siam for which they hoped to secure 
the co-operation of L. Behrens & Sdhne of Hamburg. Marcus Wallen- 
berg took the view that they should try to get help from German rather 
than from French capital. Cedergren, he wrote, had just visited him but 
“was absolutely egg-bound. It is a pity about him, especially if nothing 
comes of all this, because he has put in a great deal of work and is 
confident of his ability to handle matters.” Within a few weeks Ceder- 
gren and Marcus Wallenberg had worked out a new plan to finance the 
scheme with less capital but leaving Cedergren in control. AB Telefon- 
fabriken was to construct the telephone network and, in part payment, 
take shares in the company which would run it, subsequently renounc- 
ing half of these, gratis, in favour of the consortium. As it was calculated 
that this company would pay a dividend of 8 % the consortium would 
receive 12 % on its investment quite apart from any profit which might 
be made on the sale of the network when the concession ran out. Hult- 
man was in the end entirely left out as, once the concession had been 
granted, Cedergren refused to work with him. The hostility generated by 
the Stockholm telephone war had not yet died down. 

Cedergren’s first concern in his dealings with the banks was plainly 
to enlist their support in his application to the Russian government to 
be allowed to tender for the concession. It was particularly important 
that Gliickstadt’s name should appear. The application was also signed 
by Cedergren, W. Montelius, an official of the Riksbank and director 
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of Allmanna Telefon AB, and the Wallenberg brothers. At the 
beginning of September it was learnt from Copenhagen that H. N. 
Andersen, in an interview with the Russian Finance Minister, Witte 
(who was “naturally influenced by the wishes of two highly-placed 
ladies”), had secured a promise of support for the application. When the 
application had been granted, there followed a noticeable increase in the 
general desire to join the consortium. Arvid Lindman for example 
promised in return to stay a few months longer in charge of LKAB (p. 
348), and the Banque de Paris also showed its interest by taking a tenth 
share in the consortium. The final conference in St. Petersburg was 
attended by K. A. and Marcus Wallenberg, Gliickstadt, Cedergren and 
Montelius. On 20 November they were able, as K. A. Wallenberg wrote, 
“to celebrate the 200th anniversary of the battle of Narva by winning 
for Sweden the telephone concessions in Moscow and Warsaw.” The 
victory involved subscription charges of 79 roubles in Moscow and 69 
roubles in Warsaw. Marcus Wallenberg was quite sure that they would 
do well out of this and at the same time contribute to the improvement 
of trade relations with Russia. 

The fact that it was the Warsaw and not the St. Petersburg conces- 
sion that had been obtained meant that less capital was required. For 
Svensk-Dansk-Ryska Telefon AB, which in reality was to handle the 
whole operation, the capital requirements were calculated at 5,472,000 
kronor in 15,200 shares of 360 kronor or 500 francs. This organisation 
also owned practically all the share capital of 1,500,000 kronor of Tele- 
fon AB Cedergren, which was to run the telephone system in Warsaw. 
The final arrangements followed the previous intentions except that 
Allmanna Telefon AB was to subscribe for 40 % of the shares—more 
than envisaged earlier. This meant that, thanks to the quarter of the 
share capital which Telefonfabriken was allowed to retain, Cedergren 
now had a majority holding. Among the remaining subscribers SEB 
took 32/2 %, the Landmandsbank 12/2 %, the Banque de Paris 
10 %, and Behrens 5 %. First payments were due on 1 November 
1901; 451,000 kronor was required from the banks, the remaining 
1,691,000 to be paid between 1902 and 1906. On each payment a 
bonus issue of shares of 50 % of the cash amount was received. 

The banks’ eventual engagement was thus quite moderate. By co- 
operating with the banks, the Swedish telephone industry gained con- 
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nexions and a financial position that enabled it to show its ability to 
compete. The pattern of share subscription adopted by the SEB group 
on this occasion is of particular interest. When the first payments were 
made AB Providentia, which was owned by the bank, subscribed for 
254 of the 704 shares which formed SEB’s allocation. Of the other 
shares K. A. and Marcus Wallenberg took up 100 each, Printzskold, 
Kinnander, Frisk, Lindman and Ernest Thiel 50 each (p. 291). 

It is also quite clear that it was as a result of these Russian telephone 
negotiations that on 1 July 1901 K. A. Wallenberg took over at par 
300,000 kronor of shares in L. M. Ericsson’s company as well as 
100,000 of such shares “as belong to me as a result of the settlement 
with AB Telefonfabriken.” Payment was made in SEB deposit cer- 
tificates, half of which were left outstanding for an unusually long 
period (p. 59), while the shares were taken over at once by Providen- 
tia. The reason for this was that K. A. and Marcus Wallenberg had the 
right to subscribe for 100,000 kronor in shares of the increased capital 
which Telefonfabriken had decided to raise in 1900, though this decision 
was affected by the subsequent agreement between Cedergren and L. M. 
Ericsson. The latter’s company bought Telefonfabriken for 400,000 kro- 
nor of the newly-issued shares and the capital was further increased by 
a bonus issue of shares to the value of 1,975,000 kronor. Allmanna 
Telefon AB bought a large block of shares from Ericsson who was 
succeeded as chairman of the board by Montelius. A few years later 
Ericsson retired from all activities with the firm and in 1905 he sold the 
last of his shares. SEB’s réle in this alliance seems to have been that of 
peacemaker between the two groups. SEB itself was anxious to secure 
from the Géteborg bank part of the business provided by AB L. M. 
Ericsson, particularly that concerned with foreign exchange. When they 
failed in this most of their shares were sold. 

SEB’s telephone commitments were thus considerably reduced. The 
dividends on L. M. Ericsson shares rose between 1901 and 1906 from 
6 % to 18 % with a corresponding rise in the value of the shares on 
the Stock Exchange. Providentia sold most of its shares in 1905 at 
between 4,500 and 6,000 kronor; during 1906 these shares were selling 
at 8,200 to 8,600 kronor. Not only was the 400,000 kronor spent 
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in 1901 on the purchase of 400 shares wholly recovered, but also 
1,293,000 kronor of profit were made as well as considerable dividends, 
—and SEB still held 100 shares. During these years the telephone 
commitment was in no way a burden on SEB but rather a source of 
large and quick profits during the boom years that began in 1904. 

The successful outcome of the deal in L. M. Ericsson shares was 
partly due to the general success of the telephone concessions in Russia. 
A decisive factor in this was the rise in the number of subscribers in 
Moscow. Cedergren worked on the assumption that in the years 1903 
-—1906 the number of subscribers would be 4,000, 5,000, 7,500 and 
10,000 respectively; in fact the actual figures were, 4,394, 7,612 
10,221 and 13,476. Cedergren had not been too optimistic in assum- 
ing that cheap telephones would attract the Russian public. 


After the Russian telephone success it was natural that those concern- 
ed should look round for fresh fields to conquer. In Mexico for instance, 
an American telephone company was charging high rates and doing 
very little business. A consortium was formed in 1905 to take over 
a concession in Mexico in which Marcus Wallenberg took a fifth share. 
The other members were AB L. M. Ericsson with three-fifths, and 
Allmanna Telefon AB with one-fifth. The historian of the Ericsson 
company, Hemming Johansson, states that the board was much encour- 
aged and confirmed in their favourable opinion of the possibilities by 
a report, written by Emil Lundqvist, which Marcus Wallenberg laid 
before them.® Marcus Wallenberg had in fact been engaged in this mat- 
ter from a very early stage. Through Lundqvist he had been in touch 
with an engineer, José Sitzenstatter, who had worked for the Bell 
company in Stockholm in the eighties and had now acquired a con- 
cession to set up a telephone system in Mexico. Sitzenstatter had made 
an earlier approach to L. M. Ericsson but without success. After Marcus 
Wallenberg had made some preliminary enquiries Cedergren drew up a 
first report which supported the idea. Moret, who had been visiting 
Mexico on other business in the autumn of 1904, also contributed some 
information. Finally, in 1909, Mexikanska Telefon AB Ericsson was 
founded. 


5 Hemming Johansson, Telefonaktiebolaget L. M. Ericsson, pp. 175 ff. 


461 


1900—1906 


A good deal of preliminary discussion was required, however, before 
plans really took shape and there was no question of any money being 
paid over until June 1906. Marcus Wallenberg at once contributed 
200,000 kronor, another 100,000 kronor in October of the same year 
and finally 150,000 kronor in May 1907. The financing of these con- 
tributions was done entirely through SEB. Against the first payment 
a loan was recorded in Marcus Wallenberg’s name, against the second 
a loan to Kinnander and against the third a loan to Oscar Wallenberg. 
They were members of the consortium which Marcus Wallenberg had 
set up, together with Printzskéld and Frisk. Marcus Wallenberg was 
personally responsible for four-fifths of the payments. 


The success of the Russian telephones led to the realisation of the 
plans, made at the very beginning of the affair, to raise a bond loan. 
On the one hand more money was needed to meet the increased demand 
and on the other it might reasonably be supposed that in view of the 
earlier success the money would be cheap. From every point of view, 
and not least because the Banque de Paris had co-operated in the 
foundation of the company, it seemed natural to place the loan in 
France. The French bank had withdrawn from the transaction in 
January 1903 and sold its share to Providentia at a 50 % profit. The 
profits that had already been made naturally improved the already 
good prospects of a bond issue and as early as July 1904 K. A. Wal- 
lenberg was exploring the prospects in France through Bonzon of the 
Crédit Lyonnais. He declared that it was intended to keep the dividends 
at 8 % and to retain in the company the expected big gains. The loan 
was to be 5,000,000 roubles. The conditions of issue would be deter- 
mined to a large extent by the requirements of French taxation. 

In November 1904 K. A. Walienberg attended the ceremonial open- 
ings of the new telephone systems and then made his way to Paris, 
mainly in order to clear up the problems of the Scandinavian consor- 
tium (p. 331). On the way he and Marcus had an encounter with Ceder- 
gren in Berlin about the loan conditions. Marcus noted afterwards “he 
will have to lower his voice a little.” In the previous year 5 % bonds 
had been issued for a Russian electricity company at 92; these were 
now being quoted at 89. As a result of K. A. Wallenberg’s discussions 
with the Banque de Paris, a 41/2 % loan of 10,800,000 kronor was 


462 


RUSSIAN TELEPHONES 


offered by SEB on 1 December 1904, the price being fixed at 91 net. It 
was pointed out that no acceptable real security existed. The offer was 
only open until 8.00 p.m. on the same day. A telegram was sent to 
Cedergren, who was in St. Petersburg, strongly urging him to accept the 
offer. 

Cedergren, however, refused to be rushed and the negotiations drag- 
ged on. The Banque de Paris demanded detailed information about the 
companies’ affairs. On 17 December K. A. Wallenberg in Paris ex- 
pressed his dissatisfaction with Cedergren’s evasive and stubborn atti- 
tude. Everything was now clear, he said, but the French insisted that the 
bonds should be available in kronor as well as francs and that the com- 
panies should inform the Russian Telegraph authorities that the loan 
had been agreed with their bank, SEB. As a final concession SEB of- 
fered to bear the risk of any alteration of price and on 16 January 1905 
an agreement was accepted. A contract between SEB and the telephone 
companies dated 13 December 1904 is known to have been signed but 
the details are not known. The contract was then accepted by the Banque 
de Paris. 

A good deal of the trouble with Cedergren seems to have arisen 
because certain formalities made him unwilling to take any risks. For 
instance, the parties were very anxious to give the appearance that 
the loan agreement had been concluded entirely with SEB and sub- 
sequently adopted, not by the Banque de Paris in Paris, but by its 
Brussels branch. The purpose was to evade French taxes, as this was 
essential if the issue conditions were to be favourable. The importance 
of the manceuvres can be understood when it is realised that this loan 
provided the companies with considerably greater capital resources than 
the share subscription had done. K. A. Wallenberg had now accom- 
plished his plan of fusing Swedish technical skill with French capital. 

The Russian reverses in the war with Japan impeded these negotia- 
tions no more than they did the direct Russian borrowing in France 
(p. 267). The situation changed, however, when a new wave of strikes 
and violence occurred in Russia in January 1905 and developed into 
open revolution in the autumn. Visiting Paris in February 1905, K. A. 
Wallenberg heard from Moret that the Banque de Paris was proposing 
to issue the telephone loan in March but that conditions in Russia were 
unfavourable. When he called on one of the intermediaries in the 
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negotiations whose services he was about to recompense, K. A. Wal- 
lenberg was received with almost open rudeness. The individual in 
question was, as Wallenberg wrote, “extremely annoyed at having been 
induced to take this loan firmly, he was convinced it should have been 
disposed of on a commission basis only and was very pessimistic about 
the possibility of placing any bonds at all. It really was a pity that 
Cedergren could not have heard our conversation. At first I thought 
that he was using Cedergren’s tactics in order to avoid putting himself 
in anyone’s debt, but I soon realised that he was speaking with real 
conviction and that he was right. It’s not the telephone companies 
who have been acting too hastily.” 

The fears were justified. No part of the loan was placed and all 
the bonds were left in the hands of the bank consortium. Consequently 
SEB might have had to finance 23 % of the loan and the Landmands- 
bank 10 % had not the Banque de Paris agreed to advance the money 
for the time being. There is no mention of the bonds in the SEB accounts 
until March 1907 and only then as a result of comments by the Bank 
Inspector, who also objected to the absence of any real security for this 
loan. An amount corresponding to the value of the bonds had to be 
recorded as a foreign debt. 

Throughout the period which has been discussed here, i.e. up to 
the end of 1906, the bond loan to Svensk-Dansk-Ryska Telefonbolaget 
required no outlays by SEB: the bank’s function was confined to risk- 
bearing and to its services as an intermediary. The 663,000 kronor en- 
gaged by Providentia in shares in this affair and the loan of 300,000 
to the Mexican telephone consortium were more than balanced by 
the profit Providentia made on the sale of L. M. Ericsson shares. Co- 
operation in the Swedish telephone industry’s export drive had proved 
very lucrative, and only for a short period and to a trifling extent had 
the bank’s liquid funds been used. The vital factors had been the bank’s 
foreign connexions and the initiative of its leaders. 


3. Trans-oceanic shipping lines 


As Swedish industry in general began to develop in strength at the 
turn of the century so the change-over to steam ships made itself 
apparent in the shipping trade. Until 1895 Sweden’s development in 
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this field had been relatively slow compared with that of other seafaring 
nations, but the transformation then became a rapid one. SEB’s part 
in this development has already been indicated in the section (p. 345) 
dealing with iron ore and the financial help given to Axel Johnson, 
a pioneer in the building of large steam ships. Johnson also took the 
initiative when the possibility arose of developing a trans-oceanic ship- 
ping service. Until then Swedish shipping lines had confined themselves 
to ports in the Baltic, the North Sea and the Mediterranean. Swedish 
exports to countries outside these areas were mainly handled by London 
and Hamburg. Swedish ships carrying goods outside Europe were 
almost entirely tramp sailing vessels with cargoes of timber. The change 
to steam ships created financial problems of a new and more difficult 
character, demonstrated for example by the formation of limited lia- 
bility shipping companies.® 

In 1898 a Royal Commission on Trade and Shipping was set up and 
concerned itself particularly with financial problems. In November of 
that year they produced a recommendation to permit ship mortgages, 
a practice which, almost alone among West European countries, Sweden 
did not sanction. In December 1900 the Commission produced its final 
proposals which were devoted above all to the problems of shipping 
connexions with other countries. Both Gustaf Wallenberg and Axel 
Johnson were members of the Commission. Wallenberg was responsible 
for drawing up the majority plan recommending the establishment of a 
marine mortgage bank which would raise funds by issuing its own 
bond loans. This plan was approved by the expert bank witnesses, of 
whom Marcus Wallenberg was one. Marcus drew attention to the 
successful placing on the French market a few months earlier of the 
bonds issued by the Norwegian Hypotekbank (p. 253). Gustaf Wallen- 
berg, however, disagreed with the majority report recommending sup- 
port for transoceanic shipping lines. Axel Johnson, who was preparing 
a line to South America, was strongly in favour of state support. 
Between them they represented the two prevailing schools of thought 
about the carriage of Swedish trans-oceanic trade. Johnson maintained 
that the steamship companies themselves ought to develop new markets 
for Swedish products and maintain direct contact between producer and 


6 T. Rinman, Handelsflotta och sjofart. Statistisk Arsbok. 


465 


1900—1906 


consumer. Wallenberg maintained that good trading relations were the 
most important factor and that Sweden would be better served by the 
fast shipping services already operating from the great European ports.” 

In 1901 the Riksdag passed a marine mortgage bill. Nearly all the 
bodies consulted disapproved of the proposal to establish a marine 
mortgage bank. Instead the Riksdag approved in its 1903 session a 
minority proposal of the Commission that the state should provide a 
loan fund of 5,000,000 kronor to meet shipping needs. The sum made 
available was small but it was at a low rate of interest. It was particu- 
larly stressed that loans should be granted in the first instance to long 
distance shipping. No direct grants were made for this purpose, how- 
ever, until after Johnson had brought his ore steamships into service on 
the South American line in November 1904 and had received a loan of 
2,000,000 kronor. Almost simultaneously Wilhelm R. Lundgren of 
Gothenburg started a line to South Africa. Johnson had always been a 
businessman, but Lundgren was a sailor and had captained his own ship 
until 1900 when he founded Rederi AB Nike. It was this company, and 
Rederi AB Transatlantic which he also controlled, which opened the 
route to South Africa in 1904. A flourishing timber export business 
was already in existence to serve as a basis for their operations, the 
timber being carried either in whole shiploads or via Hamburg or Lon- 
don. The problem of cargoes for the homeward run was solved by hav- 
ing the ships return by either Australia or India. Apart from Johnson’s 
line this has been held to be the first transoceanic Swedish steamship 
line.® 

A. O. Wallenberg had been both a businessman and a shipowner. 
His shipping interests ran passenger liners in Scandinavian waters (Ang- 
fartygs AB Transit) and tramps, originally sailing vessels but later 
steamships, across the Atlantic (Rederi AB Union). Earlier K. A. Wal- 
lenberg himself had been in charge of these activities but later he hand- 
ed them over to Gustaf. Banking was not Gustaf’s main interest and 
his relations with Knut and Marcus were not very close, particularly 
after 1895. Gustaf’s negative attitude towards the functions of trans- 
oceanic shipping seems to have been shared at any rate by Marcus. This 


7 Handels- och Sjofartskommittén TI, IV 351, VI and VII. Axel Ax:son Johnson, ‘Hur 
svensk transocean linjesjofart vuxit fram’ in Studier — — — tillaégnade Jacob Wallenberg. 
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had become apparent by November 1898 when Helmer Key delivered 
a lecture to the Economic Society on commercial prospects in China. 
Key expressed disapproval of a proposal for a new Norwegian-Swedish 
company to trade in the Far East. In the discussion which followed 
Marcus Wallenberg raised no objection but urged that trading con- 
nexions with nearer countries, especially Russia, were more urgent. 
Some letters which date from the same period also reveal his scepticism. 
It is noteworthy that SEB’s financial help to Johnson for ship building 
was limited to ore-ships. When Johnson received a loan for the South 
American line from the state fund, the effect upon SEB was to reduce 
its commitment to him. 

Key’s lecture had been given at a time when SEB was engaged with 
the Landmandsbank in financing Det @stasiatiske Kompagni (p. 454). 
This was a direct attempt, under Danish leadership, to try to develop 
trade with the Far East. K. A. Wallenberg with his useful connexions 
in France had contributed a good deal to the foundation of the Est Asia- 
tique Frangais. A letter about discussions in Paris in December 1901 
about this company contains the words, “First class people. Very in- 
teresting. The law about subsidies is ready; seems ridiculous to me, but 
implies a 10 % contribution on the share capital from the state to the 
company.” It was not until he secured the help of Princess Marie that 
he managed to persuade the Banque de Paris to play its part. “Truly 
Denmark has a treasure in this Princess!” he wrote to Gliickstadt. In 
May 1902 the company was formally constituted in Paris in the pre- 
sence of both K. A. and Marcus Wallenberg. Henri Estier became 
managing director and the share capital amounted to 10,000,000 francs 
of which SEB through Providentia held only 750,000 francs. Most of 
the Scandinavian contribution came from Denmark. Nevertheless K. A. 
Wallenberg was appointed vice-chairman of the board and devoted a 
good deal of time to its affairs. After some years, however, competition 
forced the company out of shipping and in 1905 most of its vessels were 
bought up by one of the French shareholders, the Messagerie Maritime. 
Half of the paid-up capital was repaid and the company thereafter con- 
cerned itself almost exclusively with the exploitation of teak forests in 
Siam. The dividends were maintained at between 10 and 14 %. 

Even before the Est Asiatique Frangais had had time to show any 
results H. N. Andersen took the initiative in establishing a Swedish 
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counterpart, a company which was intended for trade with South Africa. 
He had made a preliminary attempt in the autumn of 1902, ex- 
pecting a great deal of cargo for reconstruction work after the Boer 
War. He had found a partner in a Norwegian businessman in Durban 
called Viggo Berck. Prospects for increasing the already considerable 
deliveries of Swedish timber looked good. In March 1903 Andersen 
worked out a plan for Swedish co-operation and laid it before Marcus 
Wallenberg with whom he was increasingly being brought into contact 
in connexion with the proposed Diesel Oil company (p. 383). He pro- 
posed the foundation of a company to trade with South Africa and the 
Far East as had been agreed earlier, and that this company should use 
“the ships of the Danish, French and Russian Far East Companies”. The 
powerful English Shipowners’ Association had in the end been persuad- 
ed to make one concession, not to abolish the discount they offered on 
goods consigned via British, German or Belgian ports by customers who 
also despatched cargo on the boats which Det @stasiatiske Kompagni 
was beginning to run from Scandinavia to South Africa. The greater 
part of Swedish exports could be handled by Scandinavian firms if they 
used a joint Swedish-Danish organisation. There was even a possibility 
of operating their own ships if Swedish businessmen with the right con- 
tacts would buy up large quantities of timber and carpentry. Gradually 
other Swedish wares, such as iron, matches, cement, telephones, paper, 
electric motors, might be introduced into the market. A start should be 
made with three steamers of 5,500 tons. Capital should be raised by a 
bond loan of 1,000,000 kronor plus 1,500,000 in shares equally dis- 
tributed between Stockholm, Gothenburg and Copenhagen. Andersen 
was in fact prepared to leave a majority of the shares in Swedish hands 
since by appealing to the interests of Swedish exporters he hoped to get 
the money required for the expansion of his own shipping and trading 
concerns. 

As Marcus Wallenberg’s reply was delayed Andersen turned to 
William Olsson who was interested in the prospect of a market in South 
Africa for the products of the newly founded Nordiska Trivaru AB 
(p. 360). Olsson expanded his plans in a letter to the Grangesberg com- 
pany. His project was linked with his wish to build a steel works at 
Lulea. In May 1903 he sketched out to Andersen plans which included 
the sale of timber and iron to India and Australia. Olsson believed he 
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could raise money for this project from some people in Scotland who 
were anxious to import Indian jute. Andersen paid little attention to 
these far-reaching schemes. Instead he wrote to K. A. Wallenberg and 
proposed that they should first acquire Berck’s firm, the South African 
Trading Co., which was actually owned by Det @stasiatiske Kompagni 
whose claims on it amounted to £ 32,500. He proposed that Olsson, 
SEB and himself should each subscribe a third of the capital required 
for the new company. In short Andersen had not turned to Gothenburg 
for support but because of Olsson had tried to ally himself with the 
Swedish timber industry. 

These representations by Andersen and Olsson came at a time when 
it was still not clear wether SEB would soon be relieved of a substantial 
part of its commitments to the iron ore companies (p. 376). K. A. Wal- 
lenberg, like Marcus before, did not give a final answer to Andersen, 
postponing the matter until a proposed visit they were both to make to 
Copenhagen on 30 May 1903 to attend the launching of the first steam- 
ship for the Est Asiatique Francais. By that time a final settlement had 
been reached with the ore companies. It was now agreed that the South 
African Trading Company should be reconstituted as a Swedish limited 
company with a share capital of £ 35,000 of which the Wallenbergs 
and Olsson were to subscribe £ 20,000. The company was founded 
and its first meeting was held on 13 June 1903 in Stockholm in the 
presence of Berck and Johannes Madsen-Mygdal, a manager of Det 
@stasiatiske Kompagni. The board consisted of K. A. and Marcus Wal- 
lenberg, William Olsson and Andersen. 

As Marcus Wallenberg pointed out to Edstrém, the company’s task 
was to stimulate the export of Swedish products to South Africa; he 
had in mind the interests of Asea. Of the Swedish subscription 220,000 
kronor came from Providentia and 180,000 from William Olsson 
and Nordiska Travaru AB. As the two latter subscribers had borrowed 
the whole amount from Providentia, SEB had absolute control. In 
September the board was faced with the need to acquire ships, and it 
was probably Marcus Wallenberg who brought up the matter, partly 
because suitable vessels were going cheap at that time. Moreover the 
company was granted a credit of up to 300,000 kronor by SEB, with 
the additional advantage that the rate of interest was lower than that 
charged by the South African banks. As there was shortage of money 
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in South Africa and the London banks were charging a high discount 
for bills on Durban, SEB’s commitments were increased and prolonged. 
Both its readiness and its ability to furnish funds were remarkable. 

Another possible reason for increased activity was the availability of 
funds from the shipping loan fund set up by the Riksdag in 1903. In 
January 1904 Andersen was engaged in negotiations (which later broke 
down) for the purchase for £ 35,000 of a 6,200 ton steamship then on 
the stocks. Marcus Wallenberg reported that applications for loans from 
the fund were being made in such volume that they might lose their 
chance if they did not acquire a ship; loans were only granted for ships 
already purchased. At this point it was also learned that Wilhelm R. 
Lundgren had ordered two ships of 5,500 tons in England intended for 
the regular run to South Africa. Andersen doubted Lundgren’s ability 
to keep up a regular service and replied evasively to Lundgren’s proposal 
for co-operation. Nor did Marcus Wallenberg think that co-operation 
with Lundgren was worth striving for, and he continued to press for the 
purchase of a ship. In March a Swedish crew was sent to Antwerp to 
take over the eight-year old ‘Oceana’ of 3,500 tons which had been 
obtained for £ 20,000. To finance this purchase the share capital was 
increased by 350,000 kronor of which Providentia provided the entire 
Swedish contribution of 200,000 kronor. 

The protracted negotiations for a ship meant that it was more dif- 
ficult to obtain a loan from the loan fund. Up to 17 March 1904 
loans amounting to 3,770,000 kronor had been granted to applicants 
asking for 4,165,000 kronor; of these 2,000,000 had gone to Rederi 
AB Nordstjernan. Only half of Marcus Wallenberg’s application for a 
loan of 400,000 kronor was granted. It was not until 1906 that he 
received a further loan of 100,000 kronor from the fund. Meanwhile 
two steamships, ‘Magdala’ and ‘Delagoa’, each of 5,500 tons, had been 
purchased. Apart from the share subscriptions by Providentia SEB also 
helped with loans which, by the end of 1904, amounted to 600,000 kro- 
nor, remaining at that figure until 1907. 

Almost at once the new concern brought trouble and disappointment. 
During 1903 Nordiska Travarubolaget exported bigger cargoes than 
ever before but other shippers did likewise. In South Africa there was 
depression and a resultant collapse of prices. There was no improve- 
ment for several years and the South African Trading Company made 
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big losses on declining sales. At first the shipping activities of the firm 
did well but from 1906 profits on these no longer outweighed other 
losses. There were also difficulties in persuading the Swedish captains 
to follow the apparently strict discipline laid down by Andersen. Quite 
apart from having their national pride these captains had been in 
charge of their own tramp ships and, as well as being masters at sea, 
had handled their own business in port; it was not easy to get them 
to take orders from the company in the latter respect. Marcus Wallen- 
berg wrote to one of the captains that the whole business was to be 
managed from Copenhagen. “It would be a great pity if temperamental 
difficulties should prevent us from working with the Danes, at least 
for business in non-European waters where they are much better estab- 
lished than the Swedes. Indeed they are better traders than our coun- 
trymen.” 

The opinion expressed in these words, that it was an advantage to 
co-operate with the Danes in a combined shipping and trading venture, 
was the very one that came under attack. In August 1904 ‘Magdala’ 
arrived at Gothenburg for the first time and a local paper suggested 
that she belonged to a Danish line. Swedish exporters ought to deal 
with Lundgren’s line which was due to start in a month’s time and was 
a truly national undertaking. In April 1905, when Lundgren asked for 
state subsidy, the conflict became an open one. Marcus Wallenberg 
who happened to be in Paris asked his brother Gustaf for help in oppos- 
ing the application. “The South African Trading Company,” he wrote, 
“has calculated on the principle of managing without state help. Since 
Lundgren came into the field and began to spread rumours about us 
in Sweden and South Africa this has become more difficult, but we 
hope to last out by being more efficient and having considerably lower 
costs.” Gustaf agreed to help and after a good deal of correspondence 
Lundgren’s request was turned down for the time being. In his cam- 
paign Lundgren insisted, both in letters and circulars, that exporters 
benefited from the fact that his company was solely a shipping concern. 
The South African Trading Company was, he argued, three-quarters 
Danish and entirely directed from Copenhagen. One of the company’s 
captains reported to Marcus Wallenberg that as a Danish concern the 
line met with distrust everywhere. As far as the general public was con- 
cerned their ships were “foreigners flying a Swedish flag”. 
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The argument intensified in January 1906 when Svensk Export 
published an article by a junior Commercial Attaché, H. E. Reuter- 
sward, from South Africa which stoutly defended Lundgren’s line and 
described the South African Trading Company as doing direct harm to 
Swedish exports. Marcus Wallenberg replied sharply to this attack and 
claimed that at first they had known nothing of Lundgren’s plans. Lund- 
gren’s next step was a caustic letter to Svenska Dagbladet in which he 
said that directing a shipping line and conducting trading activities 
should not be the task of one and the same firm. His line was the only 
one that could be called Swedish and be said to have the interests of 
Sweden at heart. It had four newly built steamships and would soon 
have more, equipped with refrigerated chambers for butter. The South 
African Trading Company, Lundgren claimed, had relied entirely on 
chartered craft until they realised that he was buying steamers and then 
they had hastily bought two themselves. 

As long as the South African Trading Company was directed from 
Copenhagen,—and that this should be so was a pre-requisite of the co- 
operation—it was difficult to rebut these charges. It was also true that 
Lundgren was proving that he had the ability and the financial resour- 
ces to keep his line going. He added to his fleet of ships and extended 
his line to Australia. Co-operation with the Danes undoubtedly had its 
snags as well as its benefits: it included the founding of a trans-oceanic 
shipping company, owned primarily by Swedes, with ships manned 
entirely by Swedish crews. It was hoped that considerable benefits would 
be gained by Swedish export industries, both directly and through An- 
dersen’s international trade connexions. The company moreover did not 
depend upon a state subsidy. 


It is appropriate at this point to consider the part played by SEB in 
the foundation of Svenska Ostasiatiska Kompaniet, though this did not 
occur within this period. It all began with the creation of a new post in 
the Swedish Foreign Service, that of Minister in Tokio and Peking. 
Sweden’s Foreign Minister (Eric Trolle) urged Gustaf Wallenberg to 
accept this post. Gustaf hesitated, partly because his work to expand the 
export trade had not been concerned with trans-oceanic markets. In the 
end he allowed himself to be persuaded, and began to instruct himself 
about the possibilities of Swedish exports to the Far East. His first obser- 
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vation was that communications would have to be improved. He arranged 
for himself and Mauritz Sahlin, the director of the Swedish State Rail- 
ways, to be empowered to negotiate with H. N. Andersen and Det 
@stasiatiske Kompagni about shipping and about traffic arrangements 
with Swedish railways, including the possibility of some freight charge 
reductions. These negotiations were apparently conducted without any 
assistance from K. A. or Marcus Wallenberg. When a steamship line 
was proposed Gustaf turned to Louis Frenckel for financial help, 
though without success. Lack of funds nearly brought negotiations to 
an end as Andersen insisted on the foundation of a new company to be 
equipped with two ships to work together with his lines. The situation 
was only saved when Gustaf Wallenberg appealed to Dan Brostrém, 
a Gothenburg shipowner, and secured his help in the formation of a 
company. He then departed to take up his ambassadorial duties. There- 
upon he sent home proposals for a new line which differed so far from 
the principles he had hitherto defended, most recently in a Riksdag 
debate on Johnson’s line, that he actually suggested a state subsidy.°® 
At the same time K. A. Wallenberg and his family, with Gliickstadt 
and a number of other eminent persons, were travelling in the Far 
East aboard Det @stasiatiske Kompagni’s steamer, “Birma’, when they 
also met Gustaf. During the journey they studied economic conditions 
and trade possibilities, particularly in South-East Asia. In Siam for 
instance K. A. Wallenberg gave the government a good deal of help 
in the matter of the state loan which Marcus Wallenberg was at that 
time negotiating on their behalf in Paris. Such action met with the 
approval not merely of H. N. Andersen and Gliickstadt but also of 
Axel Johnson, as the latter was at the time working on the loan in 
his capacity as Siam’s consul-general in Sweden. When K. A. Wallen- 
berg returned home in March 1907 he immediately gave an interview 
to two newspaper correspondents about his impressions of the journey 
and said that it was high time Swedish businessmen followed the 
example of the Danes and turned their eyes to the Far East, “where 
opportunities are practically unlimited.” He had particularly high hopes 
of China. He recommended the foundation of a Swedish shipping firm 


® G. O. Wallenberg, ‘Sverige i Ostasien’ in E. Nystrém, Det nya Kina II, 173 ff. Dan 
Brostro6m in AB Svenska Ostasiatiska Kompaniet. Axel Ax:son Johnson, ‘Hur svensk 
transocean linjesjofart vuxit fram’, pp. 176 ff. in Studier - — — Jacob Wallenberg. 
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which would co-operate with the Danes in the Far East. He also com- 
mented that “a good deal of the animosity between Scandinavian coun- 
tries is rather artificial.” 

K. A. Wallenberg now went ahead with the task of organising a 
steamship line to the Far East. He followed Gustaf’s plan in working 
not only with Andersen but also with Brostro6m whom he had apparently 
not known before. Now that he was a member of the First Chamber in 
the Riksdag he had more opportunity than before of winning the support 
of the authorities. By this time he had also reached a preliminary agree- 
ment with his old opponent and bitterest rival, Louis Frenckel, to bury 
the hatchet (p. 334). The announcement of the formation of the new line 
was signed by Frenckel as well as by many other leading Swedish busi- 
nessmen, bankers_and industrialists. The enterprise appeared to be a 
real united national effort. Sailing agreements were concluded with Det 
@stasiatiske Kompagni that each company would provide four ships, 
meaning that one boat could be despatched every third week. A pre- 
requisite was that the government would pay the Suez Canal charges 
and would lend the new line 2,000,000 kronor. The share capital of 
the company was to amount to at least 2,000,000 kronor. K. A. Wal- 
lenberg campaigned vigorously for share subscriptions and took up him- 
self all the large block of shares which were not subscribed. He later 
disposed of some of them to Det Mstasiatiske Kompagni as that com- 
pany received shares to the nominal value of 500,000 kronor in pay- 
ment for the company’s first steamer. Brostr6m was appointed managing 
director and K. A. Wallenberg became chairman of the board. He 
retained this post until his death in 1938, except for the period of his 
office as Swedish Foreign Minister. K. A. Wallenberg also played a 
part in promoting Gustaf’s idea of a joint traffic agreement with the 
State Railways, according to which any Swedish firm, in return for an 
ordinary consignment note would be able to despatch freight from its 
nearest station “direct to practically any hole you choose in the Far 
East.” As soon as the company was formed the government quickly 
brought the necessary bill before the Riksdag, which accepted the loan 
and the subsidy without any real opposition. On 20 August 1907 the 
company’s first steamer, ‘Canton’, sailed from Gothenburg. 

Unlike the South African Trading Company, Svenska Ostasiatiska 
Kompaniet did not at any time engage in trading on its own account. 


474 


TRANS-OCEANIC SHIPPING LINES 


A large number of shares in both companies were, however, held by Det 
@stasiatiske Kompagni and both co-operated with the Danes. There 
already existed a group of shipping companies which combined in 
various ways; all of them owed their inspiration to Andersen, and into 
this group the two Swedish companies fitted very well. However, as 
Svenska Ostasiatiska Kompaniet was wholly controlled and managed 
by Swedes, it marked a further step towards regular and independent Swe- 
dish shipping lines. Moreover in this field there was no Swedish rival as 
there had been on the South African route. The affairs of the South Afri- 
can Trading Company deteriorated still further. In 1910 the “Delagoa’ 
went aground and was wrecked; Marcus Wallenberg was most reluctant 
to spend the forthcoming insurance money on the purchase of another 
ship. In the end SEB was repaid by the company most of its debt of 
about 350,000 kronor. Two years later, at Andersen’s suggestion, Det 
Ostasiatiske Kompagni bought the SEB group’s shares in the South 
African Trading Company. As the shares belonging to William Olsson 
and his partners had been taken over by SEB in connexion with the 
reconstruction of Nordiska Traévaru AB (p. 587), their holding now 
amounted nominally to 600,000 kronor. The sum of 225,000 kronor 
was paid in cash, the remaining 375,000 in shares of Svenska Ostasia- 
tiska Kompaniet. Co-operation with Andersen was now no longer based 
on the joint ownership of shipping lines. Svenska Ostasiatiska Kompa- 
niet rapidly developed into a profitable undertaking. 

SEB’s initial contribution towards the development of regular trans- 
oceanic Swedish shipping, in helping to found the South African Trading 
company, had in itself not been successful, but it had laid the foun- 
dations of a more lasting enterprise. 
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CHAPTER XXI 


NEW BUSINESS IN BOOM CONDITIONS 


1. Further development of Norwegian resources 


The depression at the beginning of the century struck harder and lasted 
longer in Norway than in Sweden. There were no clear signs of recovery 
there until 1905. Only in 1906 did greater economic activity cause the 
price level to rise above that of 1900. The money market eased earlier 
for Swedish financiers than it did for their Norwegian counterparts. A 
turning-point for SEB came in the spring of 1903 with the great reduc- 
tion of the iron-ore commitments (p. 376). This was followed by the 
general improvement of conditions in Sweden and then by the conclusion 
of a number of other commitments, notably the disposal of the Granges- 
berg shares (p. 296) and the liquidation of the long-standing involve- 
ments with Stora Bryggeriet (p. 158) and Avesta Jernverk (p. 178). 
This easing of SEB’s position may well have had a direct effect on Nor- 
way’s economic climate. Even contemporary observers realised that the 
Norwegian recovery was connected with foreign investment in water- 
falls and mines, particularly in such schemes as Norsk Hydro and A/S 
Sydvaranger. SEB’s relations with Norsk Hydro have already been ex- 
amined in some detail (p. 412) and it only remains here to explain the 
part played by the bank in the development of mines and other water- 
falls in Norway.’ 

The prospects for a profitable exploitation of the iron-ore fields at 
Varangerfjord were considerably improved by the new method invented 
by Gustaf Gréndal for the concentration of the ore by magnetism. This 
method made the mining of low-grade ore a much better proposition. 
Financial help for this and for other innovations was provided by Nils 
Persson, A. P. Pehrsson and Knut Tillberg. In 1904 they founded Me- 


1 N. Rygg, Norges Banks Historie II, 285 ff. 
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tallurgiska Patentaktiebolaget with William Olsson replacing Tillberg. 
Only a year later the company was reconstituted as Metallurgiska 
Aktiebolaget, not only to sell patents and licence-rights, but also to 
engage actively in mining and foundry work. It was thereby expected 
to profit to the full from the higher ore values which it was believed 
would result from the introduction of new methods. The company’s 
affairs, covering a wide field, were soon in a very complicated state, 
and grew so complex indeed that they were referred to as the metallurgi- 
cal tangle. When clearing-up operations began in 1909 their form 
attracted great attention and great losses were recorded. The company’s 
biggest commitment was to A/S Sydvaranger where the most money 
was lost.? 

In January 1906, K. A. Wallenberg informed his brother-in-law, 
Oscar Nickelsen, that he had joined Tillberg, Nils Persson and A. P. 
Pehrsson in the purchase of a majority holding in Sydvaranger. By the 
autumn however there was disagreement in the group: K. A. Wallenberg 
refused an SEB loan to Pehrsson and would not advance any funds 
himself for further development, urging instead that a quick sale be 
made. Tillberg agreed with Wallenberg, pointing out that in view of 
Pehrsson’s connexions with various German interests they would soon 
lose all their influence, and perhaps not even secure their due share of 
the profits. While K. A. Wallenberg was touring the Far East Tillberg 
sold half their holding to Pehrsson. “I know your maxim,” he wrote to 
Knut, “better a bird in the hand than ten in the bush.” K. A. Wallen- 
berg did not repudiate his action, but after returning sold the rest of his 
shares to Tillberg, thus emerging unscathed, and indeed with profit, 
from an engagement which was to bring severe losses to the others in- 
volved in it. 

The Orkla affair, which was Marcus Wallenberg’s concern, took much 
longer to settle. At Lgkken on the river Orkla, which runs into the 
Trondheim fjord, there were deposits of copper-bearing sulphur ore 
which had been worked since the 17th century. Very little work was 
being done around 1900, however, and several of the mines were full 
of water. It now appeared that the recent strides in mining technology 
might make operations profitable again; the enterprise would have to 
be large-scale, however, and considerable capital would be required for 


2 E. Flitge}r, ‘Metallurgiska harfvans historia’ in Affarsvarlden 1913, pp. 1228 ff., 1266. 
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a transport system to bring the ore to a port, and for providing electric 
power both for transport and for the working of the mine. In 1904 
Chr. Thams, one of the owners of the mine, secured an option on his 
partner’s share, and Orkla Grube Aktiebolag was founded with Thams 
as its head to undertake large-scale industrial operation. Among 
Thams’s colleagues was Thomas Fearnley who became chairman of the 
board of directors. The biggest group of shareholders consisted of a 
number of Swedish and Norwegian merchants, several of whom had 
businesses in London. One of the biggest holdings was in the hands of 
Fredrik Léwenadler, the owner of the firm of Trummer & Co. Suc- 
cessors, who for a long time had also been agent for several Swedish 
match factories. He had been the leader in the amalgamation which 
resulted in the foundation of Jonképing & Vulcans Tandsticksfabriks 
AB. Another shareholder was Thorvald Olrog, a Norwegian-born busi- 
nessman in Stockholm. The share capital amounted to 900,000 kronor 
of which 500,000 may be said to have been in Norwegian hands. 

The first step was to begin trial workings on a fairly large scale to 
prepare for a possible sale of the mines. Unfortunately the political 
frictions between Norway and Sweden at the time impeded the invest- 
ment of capital for the company on the scale required for adequate 
development. But hope was not abandoned and, if all went well, the 
share capital was to be increased to 2,000,000 kronor. Several new 
shareholders, including Marcus and K. A. Wallenberg, subscribed a 
sum of 325,000 kronor on 15 August 1905, subject to the proviso “that 
the Union conflict be peacefully resolved before the end of the year.” 
The proviso was in fact fulfilled, and the majority share holding passed 
into Swedish hands. 

The Wallenberg brothers came to be engaged in Orkla to a sum of 
200,000 kronor, an entirely new commitment. Only Olrog was a 
customer of SEB, as he had been ever since 1885, though advances to 
him never exceeded more than a few hundred thousand kronor. SEB’s 
decisions on Orkla were apparently taken by Marcus, and he continued 
to represent the bank’s interests in it. He was elected to the board almost 
immediately, becoming chairman in 1913, a post which he retained until 
his death in 1943. This transaction, like several others, was handled in 


* H. P. Lédrup, Lokken Verk. Merkantil utvikling 1904-1954, pp. 253 ff. 
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its early stages by a consortium, in which Printzskéld, Kinnander, Frisk 
and Oscar Wallenberg held as much as a half interest. Payment for 
shares was mainly arranged through loans from SEB in Kinnander’s 
name. By the end of 1906 these still only amounted to 125,000 kronor. 
These were early stages and as yet there were no heavy commitments, 
but it was already clear that SEB was eager to seize this opportunity 
to co-operate in the development of Norway’s natural resources. 


In one respect the Orkla and the Sydvaranger transactions both 
resembled the nitrate affair, i.e. in the purchase of hitherto neglected 
natural resources expected to increase greatly in value through the use 
of new technical methods. On these two occasions however there was 
no question of financing any new invention. In all three enterprises the 
intention was to develop and expand an industrial concern and then to 
dispose of it at a profit (p. 427) rather than to retain it indefinitely. 
This was the type of project in which SEB engaged its resources. True, 
such projects committed SEB’s resources for a relatively long period 
from their point of view, but it was definitely intended that the bank 
should withdraw as soon as the increased value of the enterprises in 
question was revealed. When large sums were required for the further 
development of already existing concerns, SEB was less able to help 
than foreign banks with access to cheaper money markets. 

The founding of Hydro had been the first step towards disengage- 
ment from the nitrate transaction. It must have been tempting to 
repeat the cycle of financing the early stages in the development of a 
waterfall, particularly where suitable falls were available in more or 
less unknown mountain regions, to acquire the necessary rights, and 
to find a market for the power to be generated. It was natural for SEB 
to finance such projects at a good rate of interest, partly because of 
its interest in Asea, and partly because in the course of the nitrate 
affair its directors had secured excellent connexions among people 
interested in the development of Norwegian waterfalls and had learned 
a great deal about promoting such affairs in a profitable manner. 

Early in 1904 SEB had made contact with one of the most skilful 
practitioners of the art of harnessing Norway’s waterfalls for industrial 
ends. He was Ragnvald Blakstad, head of A/S Barbu, and second 
only to Eyde in this field. It was A/S Barbu which provided power for 
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the experimental workship set up by the Kvelstofkompagni (p. 426). In 
March 1905 Blakstad proposed a new waterfall scheme to Asea’s 
Norwegian agent, the development of two waterfalls in the Telemark 
to supply power to Skien and Porsgrund. Edstrém forwarded this pro- 
posal to Marcus Wallenberg with a brief comment, “I consider financing 
to be the only form of activity which holds out any prospects for us in 
Norway under present conditions.” Marcus Wallenberg, who was on the 
point of leaving for Paris to persuade the Banque de Paris to take part 
in the nitrate affair, replied that they would have to wait until they knew 
for sure whether Svelgfoss power would be needed for the nitrate 
developments. This cautious attitude did not prevent him in May from 
participating in a consortium which signed an agreement with Blakstad 
for the development of Hanefoss. This was only a small transaction; the 
most interesting point is the composition of the consortium, i.e. the Wal- 
lenberg brothers, plus Tillberg and Eyde, as well as Albert Petersson 
who acted as the representative of the consortium, and Allan Abenius. 

Throughout 1905 Marcus Wallenberg was cool towards a more 
ambitious project put forward by Blakstad. The burst of activity that 
followed in 1906 was in marked contrast. This activity was not confined 
to SEB and its associates, but was found generally in the field of specu- 
lation in Norwegian waterfalls, evidently as a result of the foundation 
of Norsk Hydro. The SEB group was certainly caught up by this wave 
of speculation. Eyde at least was convinced that opportunities should 
be seized before the prices of waterfalls rose too high (p. 439). Another 
factor was the connexion, through Albert Petersson, with the carbide 
concerns which at this time were in great need of power. 

Calcium carbide is produced by smelting calcium and coal in an 
electric furnace. During the last five years of the 19th century this 
industry developed very rapidly and a number of factories were set 
up in various countries. From 1900 onwards, however, it was beset with 
difficulties resulting from overproduction and the rapidly growing com- 
petition of electric lighting. After a series of international cartel agree- 
ments the situation was to some extent stabilised, with Alby Carbid- 
fabriks AB emerging as the sole producer of carbide in Sweden. Its 
success was largely due to Albert Petersson, who was in charge of 
technical development. Petersson had developed his own productive 
process, probably the best of his day, which lowered production costs 


480 


FURTHER DEVELOPMENT OF NORWEGIAN RESOURCES 


considerably. Real progress in the industry was achieved when German 
chemists discovered a method of using carbide as a raw material for 
the electrical production of nitrogenous fertilisers by the indirect meth- 
od (p. 418). Petersson nevertheless became a technical adviser to the 
Wallenberg brothers on the direct process of producing nitrogenous 
fertilisers by means of electricity, and indeed he came to play an active 
part in the experimental work (p. 426). The Alby company had been 
reconstituted in 1901 and for a time the majority of shares were in the 
hands of Bankaktiebolaget Sddra Sverige. In 1905, however, the majori- 
ty holding belonged to the Sun Gas Co. of London, under the direction 
of A. E. Barton. The Alby company had thus become international al- 
ready, and there were many reasons why productive capacity at Alby, 
where transport costs for calcium and coal were heavy, should not be 
further increased.* The best site for a new factory would be near a port, 
with access to cheap electric power. Anybody who could supply this 
at a Norwegian fjord would be likely to be in a position for good busi- 
ness. The close relations with Petersson thus made it easy for SEB to 
get early information on requirements. 

On a visit to Stockholm in January 1906 Blakstad proposed the 
purchase of a waterfall able to produce 14,000 h.p. by the sea near 
Skien. Its full development, including the purchase of rights and inter- 
est payments, would cost 15 kronor per horsepower. “As potential cus- 
tomers,” wrote Tillberg to Marcus Wallenberg, “we have Petersson’s 
carbide friend, taking 10,000 h.p., Mittag-Leffler 4,000, Frolander’s 
company 2,500, and your Gust. C.’s (zinc) taking 4,000. If all these 
pay 35 kronor, a sum to which the first three have already agreed, it 
ought to be a good stroke of business.” Tillberg was evidently in direct 
contact with the client who most needed power, the “carbide friend”, 
which clearly meant Barton’s company. Mittag-Leffler was probably 
interested on behalf of Héroult’s electric steel furnace, while Marcus 
Wallenberg was concerned with Gustaf de Laval’s company which was 
developing electrical methods for the production of zinc (p. 176). In 
other words there was demand for power at a price which would bring 
a high margin of profit to a waterfall deal. 


4 Survey of contracts between various carbide syndicates. 1 Jan. 1904. J. Gelhaar, 
‘Karbidindustriens begynnelse i Sverige’, Daedalus 1954. 
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In the end it was not Blakstad but Fr. Hiorth who supplied Barton’s 
power needs. Hiorth met Eyde and Marcus Wallenberg in Paris on 
8 February 1906 and gave these two an option until 27 February on 
the lower part of the Tysse falls in the Hardanger fjord for 200,000 
kronor. It was reckoned that it would be able to supply 16,000 h.p. 
Hiorth also gave them an option until 30 May on the upper part of 
the falls, producing 24,000 h.p., for 220,000 kronor. He required a 
commission of 30,000 kronor, but agreed to put up to 100,000 kro- 
nor into any power company that might be formed in which the option- 
holders would supply the technical and financial direction. The water- 
fall which Hiorth offered cost more than that suggested by Blakstad, 
but the legal question of property rights had obviously not been fully 
cleared in the latter case. The Tysse project was the one accepted and 
subsequently promoted with great vigour. Petersson promised to ap- 
proach Barton, and Eyde made the necessary enquiries in Norway. 

It was not possible of course to reach a final agreement with Barton 
before the expiry of the first option. But no time was wasted. K. A. 
and Marcus Wallenberg, Tillberg, Eyde, Abenius, Petersson and Hiorth 
agreed to form A/S Tyssefaldene. Marcus Wallenberg, Tillberg and 
Abenius accepted the draft contract by telegram with the important 
proviso, “that Allmanna Svenska [Asea] shall supply and erect the 
electrical equipment at a fair price.” Of the 150,000 kronor which were 
required immediately Hiorth paid 45,000 forthwith, the rest being 
advanced by SEB against a bill discounted by Abenius with Tillberg as 
the acceptor. A report from Vattenbyggnadsbyran giving the estimated 
cost of development was not available until later. The total drop of the 
water in the falls was estimated at 411 metres, and it was predicted that 
the first stage of development would produce 18,000 h.p. of electricity 
and would cost 2,455,000 kronor. 

While Eyde and a lawyer called Lundh were dealing with the situation 
in Norway, Marcus Wallenberg and Tillberg were negotiating with 
Barton in Stockholm. Agreement was reached on 13 March and this 
served as the basis for all future agreements. The siting of the factories 
was to be determined after Petersson had investigated the locality. Further 
negotiations had to be held in London between Eyde and Barton before 
a final agreement was reached. The rent paid for land and power was 
raised to 38 kronor per h.p. On 30 March Marcus Wallenberg tele- 
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graphed Petersson (who was in Berlin for his marriage to a daughter of 
Otto Witt) that the factory would be built at Odda, as Petersson had 
recommended. On the previous day SEB had advanced 50,000 kronor 
for the beginning of construction work. In fact everything was being 
speeded up as much as possible. One reason for the haste was the rivalry 
between the various methods of producing artificial fertilisers; another 
was the pressure of public opinion in Norway against the development 
of Norwegian waterfalls by foreigners. Lundh did all he could to expe- 
dite the formation of a company, and on 5 April asked K. A. Wallen- 
berg by telephone for 120,000 kronor to be paid immediately to the 
vendors of Tysse. His request was granted, but even so the company 
could not be set up before the ‘panic law’ was passed on 7 April. Govern- 
ment quarters were friendly however, and the mad rush home from Italy 
which Eyde described elsewhere was probably for some other reason 
than to secure the development of the Tysse falls (p. 444). Not until 
July was everything settled and a final agreement between all the parties 
concluded. 

On 3 August 1906 a special meeting of A/S Tyssefaldene took place. 
The share capital was now increased from 700,000 to 2,500,000 kronor 
and it was decided to borrow 2,400,000 kronor to finance construction. 
The share capital was increased by an issue of bonus shares, of which 
each holder received a nominal 200,000 kronor, while the remaining 
400,000 kronor of shares served as commission on the loan which 
Abenius, Tillberg and the Wallenberg brothers agreed to provide. Interest 
on this was not to exceed 7 % and it was to be replaced in three years 
by a bond loan. 

Arrangements for the loan were handled entirely by Marcus Wallen- 
berg. It was obvious that SEB would participate, but invitations to 
co-operate were also extended not only to the Centralbank and the 
Landmandsbank, which had been associated in other transactions, but 
also to Kristiania Bank- og Kreditkasse and the Privatbank in Copen- 
hagen. All these accepted almost immediately and Marcus Wallenberg 
felt justified in describing the credit as lucrative and risk-free. The allo- 
cation to each bank was 480,000 kronor. This development scheme was 
thus financed by an inter-Scandinavian banking alliance the members 
of which earned a good interest. From the borrower’s point of view 
business prospects looked so good that the loan was well worth the cost. 
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The profit which they were really hoping for was the 1,800,000 kronor 
of bonus shares. 

The financial contribution of SEB was not limited to a fifth of the 
cost of construction. The provision of funds by discounting bills, which 
was mentioned earlier, continued. This provided working capital pend- 
ing the signature of final agreements which would bring in the big 
credits and the money paid in for shares. Among the shareholders 
Hiorth was the only one to pay for his allocation. For the rest it was 
arranged that SEB granted a letter of credit to Petersson for 600,000 
kronor on 3 August, against a guarantee by Abenius, Tillberg and 
Eyde. This was decreased by 33,333 kronor in October when Moret 
took shares of a nominal value of 100,000 kronor on the original terms. 
The credit continued unchanged for the first few years but interest and 
fees were paid to the bank. These payments were the only ones made 
by the inner circle of consortium members. 

The fact that Tysse was developed to supply power to the carbide 
factory did not mean that Blakstad’s proposal for co-operation had 
been turned down flat. In March 1906 Tillberg and Marcus Wallen- 
berg signed a preliminary agreement with Blakstad which entitled the 
latter to a seventh share of the profits on waterfall transactions which 
a consortium was to finance, without his contributing anything finan- 
cially. Blakstad insisted that he should direct the consortium’s business 
and firmly rejected a suggestion by Eyde that some other member of the 
consortium should have certain rights of control. Eyde eventually added 
his signature to the contract concluded in Stockholm on 2 April 1906 
between Blakstad on the one hand and Abenius, Tillberg and the Wal- 
lenberg brothers on the other. By this contract, Blakstad was to form 
a limited company in Norway to acquire a group of waterfalls, including 
the Tokke falls, which it was later calculated would yield at least 140,000 
h.p. The only price specified was for the Hégfoss group of falls, to yield 
30,000 h.p.; this was 350,000 kronor to be paid in instalments of 
30,000 kronor half-yearly from 1906 to 1911, plus interest at 41. %. 
The consortium was to receive preference shares in return for their 
contributions. When ordinary shares were issued Blakstad would receive 
without payment a seventh of the total. Blakstad was to direct the com- 
pany and to receive an annual salary of 12,000 kronor plus expenses. 
In short a company was proposed to manage the first stages of waterfall 
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development, i.e. the purchase of the necessary property. That it never 
came into existence is explained by the passage a few days later of the 
‘panic law’, with its provision that the Norwegian government must 
sanction every purchase of a waterfall by a joint-stock company (p. 443). 

Despite the fact that no company had been formed, work went on 
conducted by the consortium which came to be known as Blakstad’s 
consortium. The Aura and Mardal falls were bought in October 1906, 
to produce 133,000 h.p. They were not included in the terms of the 
Tokke contract of April, and a new contract, the Aura contract, was 
drawn up. Abenius was probably not concerned in this transaction, but 
was replaced by three other shareholders including the head of Skanska 
Handelsbanken, Sven Huldt. 

The financing of these transactions fell on SEB. The Tokke deal 
made no great demands at first but on 17 October 1906 SEB discounted 
a 121,800 kronor bill made out by Abenius and accepted by Tillberg 
for the purchase of Aura. No more was required until May 1907, 
when a 232,000 kronor bill was discounted to provide funds for Tokke. 
Demands on the bank were not great during the period dealt with 
here but SEB must have expected to contribute much more as time 
passed. Blakstad’s detailed reports on his activities during 1906 show 
what was planned. He gave a long list of properties which would have 
to be acquired for one reason or another, and capital requirements for 
1907 were estimated to be 329,000 kronor. 

Thus in order to help with the development of Norway’s mineral and 
hydro-electric resources the leaders of SEB engaged in several fresh 
ventures during 1905 and 1906. These were largely ventures which 
in other countries would have been backed by a share-issuing bank, 
but in deference to the Swedish banking laws SEB did not enter into 
them directly. The work was done by consortiums but in so far as 
these were financed by SEB its funds were committed in much the same 
way as if it had been a share-issuing bank. The money was placed 
in risk-bearing enterprises but, if the plans worked out, the money 
could be withdrawn later when the property acquired had increased in 
value and could be sold at a profit. The risk borne by the bank in the 
case if mishap was also limited by the fact that the consortiums included 
men of such personal wealth that they could bear losses if necessary. 
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The new Norwegian business transacted in 1906 is mainly of interest 
because of the principles of banking practice involved, but the Swedish 
transactions were of importance also because of the large sums of 
money involved. It has already been indicated that much of the capital 
required for this purpose was raised by issuing deposit certificates. 
This method was much used in 1906 and increased the deposit accounts 
by 5,200,000 kronor (p. 60). A new issue of shares brought 6,000,000 
kronor into the bank (p. 299). On the other hand the investable funds 
brought in by bond transactions that year fell by more than 5,000,000 
kronor (p. 69). The main effects of this fall were apparent in the loans 
to other Swedish banks, which dropped by 6,700,000 kronor, while 
debts to these banks rose by 1,300,000 kronor and to foreign banks by 
800,000 kronor. It is evident that in the course of 1906 the bank ex- 
ploited the possibilities of extending its grants of credit beyond the 
limits of its resources in a restricted sense, and in so doing demonstrated 
the elasticity of its methods. Part of the reason for the expansion in 1906 
was the generally high level of business activity. 

The first big transaction arose out of earlier dealings with William 
Olsson and Norrbottens Enskilda Bank. Some years earlier SEB and 
its leaders had become involved in the affairs of AB Bodtraskfors (p. 
340) and Nordiska Travaru AB (p. 360). In the first company they 
held a large, though not a majority, group of shares and in the second 
had engaged 2,939,000 kronor in bonds. AB Bodtraskfors had also 
been granted a loan of 1,200,000 kronor on the security of Nordiska 
Travaru bonds. In addition, in September 1903, when William Olsson 
wished to pay his share subscription in Nordiska Travaru AB, the bank 
agreed to increase his loans to enable him to do so. SEB had in fact 
helped in the foundation of this company in more ways than one, and 
the reason for this appears in a statement by Marcus Wallenberg in 
September 1903. “By its attitude to foreigners”, he wrote, “the company 
has undoubtedly this year saved Swedish timber exporters millions of 
kronor.” 

Otherwise Nordiska Travaru AB did not bring much satisfaction to 
its owners and backers. In 1903 there was a profit of 300,000 kronor, 
of which 212,000 was statutorily earmarked for a dividend of 6 % 
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on the preference shares, and there was no dividend for ordinary share- 
holders. Such results did not make for successful issues of new shares 
or bonds, and in April 1904 Marcus Wallenberg’s list of “Bonds diffi- 
cult to sell” in the SEB’s portfolio, totalling 4,514,000 kronor, included 
3,128,000 kronor of Travaru bonds. A little later the company de- 
manded from the banks a better rate for the foreign currency it was 
acquiring. The bank consortium argued, but in vain, that this foreign 
exchange business was some compensation for its unsuccessful bond 
loan operations. The company passed on its foreign bills to those who 
could supply it with working capital and made it perfectly plain that 
if the banks took legal action no working capital would be coming in 
and business would be so endangered that the bonds themselves might 
lose value. At this time the company’s results were deteriorating further. 
Fewer trees were being felled in the company’s forests, and purchases 
of standing timber followed upon by strong competition from sawmills 
further south. At the same time, sales of sawmill products were declining 
and prices falling. There were no profits or dividends. The year 1905 
was even worse and a loss of 539,000 kronor was recorded. 

This is not the place to explore in detail why Nordiska Trévaru AB 
disappointed its founders. A contributory factor was undoubtedly the 
government’s decision to intervene and ban the purchase and exploita- 
tion of forest property by Norrland timber companies. Such interven- 
tion was recommended by Carl Lindhagen in the Riksdag in 1901 in 
a proposal to forbid limited companies to acquire real estate in Norr- 
land. The effect was to accelerate the companies’ rate of exploitation. 
The Norrland Commission published a report in 1904 and in 1906 a 
government bill was passed more or less on the lines of Lindhagen’s 
proposal. The political aspects of these events have been examined by 
ether authors. It has been pointed out that the violent attacks made 
on the timber industry led to the foundation in 1906 of Svenska Tra- 
varuexportforeningen. (The Swedish Wood Exporters’ Association). 
What is needed for a complete account is a study of the administra- 
tion of forestry laws. As early as the 1870s the felling of timber was 
forbidden in Lapland except after proper examination and marking. 


5 §. Carlsson, Lantmannapolitiken och industrialismen, pp. 351 ff. O. Gellerman, Staten 
och jordbruket, pp. 72 ff. Annagreta Hallberg, ‘Swedish Timber Exports 1900-1922’, 
pp. 191-274 in E. F. Sdderlund (ed.), Swedish Timber Exports 1850-1950. 
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When in 1907 Nordiska Travaru AB applied for permisson to fell 
more timber than this law normally permitted, it was pointed out that 
stricter administrative regulations had been imposed in 1903. When 
interviewed about this Lindhagen said that those regulations must have 
come as a blow to the company which must have had a better opportu- 
nity than most to benefit from the more lenient conditions which had 
been prevailing. 

Public opinion about Norrland timber was governed by much the 
same factors as those which led the Norwegian government to interfere 
with the acquisition of waterfalls by commercial undertakings (p. 543). 
Industries were anxious to secure control over the property which they 
needed in order to carry on their business. The first reaction came from 
the farmers. It was a reaction against the new economic system and as 
such received support from conservative quarters. Support was forth- 
coming in part because of the fear, both in Norway and Sweden, of 
foreign domination over native soil. Among Swedish left-wing radicals 
the question was above all one of defending the interests of the ordinary 
people against the capitalists; anger was directed at the political system 
which allowed companies to wield so much influence in the First Cham- 
ber. There can be no doubt that, but for the restraining influence of the 
First Chamber, a provisional law, resembling the ‘panic law’ in Norway, 
would have been passed in 1901 to put an end to the buying up of forest 
property by the companies. As the tree-marking regulations were tight- 
ened in 1903 and further legislation was obviously pending, the amount 
of timber actually available to the companies must have decreased 
during the years 1904-1906, particularly in northern Norrland. But at 
the same time the forest property they possessed must have increased 
in value. 

Under such circumstances more intensive use of available timber 
seemed to be called for, and William Olsson’s plans for an ironworks 
at Lulea were relevant to this need. Timber of small dimensions could 
for instance be used for charcoal. After successful preliminary work an 
invitation for share subscriptions was issued in March 1904. This stated 
that thanks to the methods of ore-concentration and briquetting of 
charcoal perfected by Gréndal it was now possible to use charcoal 
for the smelting of low-grade Gillivare iron ore; a contract for the 
delivery of such ore had been concluded. The company was to have a 
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share capital of 2,000,000 kronor; of this Metallurgiska Patent AB, 
which owned Groéndal’s patent, was prepared to supply the 600,000 
kronor which the patent would cost. Bodtraskfors would subscribe 
250,000 kronor, the payment it would receive for the Carlsvik property 
at Lulea, and Nordiska Travaru AB promised 500,000 kronor. 

SEB was affected, as K. A. Wallenberg pointed out, through Nor- 
diska Trévaru AB and Bodtraskfors. He does not appear to have been 
enthusiastic, and seems to have confined himself to consulting Laller- 
stedt, the head of Nordiska Trévaru AB and to passing on the pro- 
posal to Marcus with the comment that the price for the patent was 
too high. Marcus was in Rome and wrote down his views in great detail. 
“William Olsson has let himself be taken in” he concluded. “As we 
were responsible for the Nordiska bond loan and are so concerned about 
Bodtraskfors, we really can’t let W. O. rampage around too much. 
Besides he doesn’t understand iron.” However, like Knut, Marcus Wal- 
lenberg had confidence in Lallerstedt and he was obviously won over 
as the Lulea ironworks came into existence according to plan. Never- 
theless the Wallenberg brothers became increasingly sceptical about 
Olsson. During 1905 they began to entertain serious fears about Nor- 
diska Travaru AB, and decided to let Oscar Wallenberg watch its affairs 
very closely. 


This was the position when the possibility arose of helping Nordiska 
Travaru AB by means of an unusually large property deal. Wifsta 
Varfs AB, which possessed some 440,000 acres of forest land and ran a 
large sawmill business, came on to the market. In February 1906 mem- 
bers of the Wannberg and Weinberg families, who held a majority of 
shares in this company, sold part of their holding to William Olsson 
and the remainder to Tillberg, Abenius and a number of others, with 
the result that these men together now had a majority holding. At this 
stage Olsson sold his newly-acquired holding to the others. They thus 
obtained 175 of the company’s 348 shares at an average price of 50,000 
kronor. Olsson had an option until 10 March to purchase the shares 
at 60,000 kronor each. With the thought of passing on this opportunity 
to Nordiska Trivaru AB, Olsson approached Marcus Wallenberg and 
Hofors AB with proposals and plans showing large reserves of untouched 
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timber. Marcus Wallenberg was apparently convinced because on 23 
February he wrote to Knut that he believed the shares were worth 
80,000 or even 100,000 kronor. After discussions with Per Eriksson of 
Hofors he had reached a preliminary agreement that Hofors and Nor- 
diska Travaru AB should buy the shares, and that SEB would find the 
money for Hofors, while the Ovre Norrland and Sundsvall banks would 
finance Nordiska Travaru AB. The final word rested with K. A. Wal- 
lenberg and Lallerstedt, the latter having set off with a team of experts 
to inspect the property. Marcus was confident that “if this comes off it 
will be the best deal we have ever done. It will consolidate Nordiska 
Tra’s position and Hofors should be able to pay most of its debts.” The 
whole thing, he mentioned, had been settled in a few hours.® 

Apparently K. A. Wallenberg did not raise any objections or study 
the matter more closely. Lallerstedt’s visit of inspection confirmed the 
value of the property. There would be about 3,400,000 trees of at least 
11 inches diameter at chest height, which meant standing timber to 
the value of about 17,000,000 kronor.” Marcus Wallenberg sanctioned 
an increase to 288 in the number of shares bought, and agreed that 
SEB would finance not merely Hofors’s purchase of half this holding 
but also the purchase of 17 shares by Nordiska Traévaru AB. He cal- 
culated that the share capital was worth 26,000,000 kronor, though 
their payments were based on an assumed value of 20,880,000 kronor. 
“In order to avoid any difficulty with the minority shareholders,” he 
wrote to Printzsk6ld on 10 March, the day that the purchase was settled, 
“T have induced Tillberg and Abenius to form a consortium to buy them 
out at a price not exceeding 60,000 kronor per share. They have already 
managed to get hold of 39 shares.” When everything was settled Eriks- 
son, who was aware of the difficulties they had encountered in per- 
suading other banks to help finance the venture, told him, “I should 
have been terribly grieved if we had let this slip through our fingers.” 

It was no small sum that was at stake. On 10 March 1906 Hofors 
and Nordiska Travaru AB borrowed altogether 4,245,000 kronor from 
SEB, mainly on the security of Wifsta shares. The total of loans from 
SEB for the transaction amounted to 10,797,000 kronor, a sum twice as 


6 T. Althin, Wifsta Varf, pp. 131 ff. 
7 T. Althin, Wifsta Varf, p. 132. 
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large as the loans granted to any other customer. It is natural to ask 
how the bank could achieve so much in such a short time. It should 
be noted that 3,267,000 kronor was provided by means of deposit 
certificates and these at least remained outstanding for some months, 
and in certain cases for some years (p. 59). SEB’s new issue of shares 
also brought in payments at this time of something like 3,000,000 kro- 
nor (p. 301). Moreover advantage was taken of the current wave of 
speculation to ease the bank’s commitments to Asea by 1,000,000 
kronor (p. 401). 

The authorities of the bank were evidently hoping that, in view of 
the new public interest in acquiring shares, they would only occasionally 
have to produce money themselves. Marcus Wallenberg stated that 
he assumed it would be possible to transfer part of the financing. To 
prepare for this the Wifsta share capital was increased from 3,480,000 
to 20,880,000 kronor, i.e. it was brought up to the purchase price of 
the shares and made available half in ordinary shares and half in prefer- 
ence shares. “We propose,” wrote Marcus Wallenberg, “to sell these 
preference shares, which will carry 6 %, in order to lessen our com- 
mitments. I believe the public will fight to get hold of these first-class 
securities whose only fault is that the company retains the right to repay 
part of them every year. This will be done as and when the company 
makes sales.” 

The plan then was not merely to bring in outsiders as shareholders, 
but also to realise large areas of the property bought by the company, 
as had been done in earlier forest transactions under the guidance 
of William Olsson. A plan drawn up by Lallerstedt in April 1906 
shows what was expected. It was assumed that 2,000,000 trees would be 
sold in that year for 6,000,000 kronor, of which 1,200,000 was to 
be used for the purchase of Fagervik and 1,546,000 for the 7 % interest 
payment. If the same quantity of trees could be sold in 1907 and 
half that quantity in 1908 it would be possible to pay all outstanding 
debts and have 2,000,000 kronor to build a sulphite factory of 15,000 
tons capacity; in addition there would be a surplus of 852,000 kronor. 
By this time half the share capital would have been written off and 
interest payments on the remainder would be the responsibility of the 
sawmills and the pulp factory. Thus the idea of making profits from 
sales of property was combined with an intention of turning the com- 
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pany into a concern producing more highly manufactured products than 
before.® 

The first test of the accuracy of the calculations on which the com- 
pany relied came at the annual auction of marked timber which began 
at Hotel Knaust in Sundsvall at the end of October. It attracted con- 
siderable attention and caused much argument on the question of the 
depletion of the forests. The number of trees put up for sale was only 
1,500,000, fewer than Lallerstedt had anticipated. The price obtained 
was also lower, 2.50 kronor per tree instead of the expected 3 kronor. 
Bids were accepted for only 1,087,000 trees, and one group of marked 
trees was never offered at all. As a result the year’s sale of standing 
timber realised only 2,717,000 kronor instead of the 6,000,000 hoped 
for. The liquidation of the whole transaction by the gradual realisation 
of property was made correspondingly slower. Nor was the issue of 
Wifsta preference shares wholly successful, as only 1,504,000 kronor 
of shares seem to have been sold. At the end of 1906 therefore SEB still 
had a sum of 8,900,000 kronor on loan in connexion with this trans- 
action, by far its largest commitment. 

A further consequence was that it was not yet possible to effect 
any real improvement of Nordiska Travaru AB’s position. Oscar Wal- 
lenberg in his investigation into the affairs of this company had evident- 
ly reached some uncomfortable conclusions, for in September 1905 
he obtained a mandate from the other banks concerned to represent 
the interests of bondholders vis-a-vis the company. General business 
conditions were not unfavourable for property transactions, and William 
Olsson managed to sell Finspong, thus reducing his loan from SEB 
by 200,000 kronor. Even in December 1906 prospects in the timber 
market looked promising to Marcus Wallenberg, as did those of the 
Lulea ironworks. He now took the opportunity of requiring Olsson to 
buy a third of his and Knut’s holding of Bodtraskfors shares. Even a 
boom did not make him more inclined to do business with Olsson; 
rather it provided better opportunities for disentanglement. It was partly 
for this reason, though more because of Hofors, that he had committed 
the bank to participation in the Wifsta affair. 


8 Cf. T. Althin, Wifsta Varf, p. 133. 
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Barely a month later SEB and Hofors engaged in another big 
property deal. This concerned Kopparberg-Hofors Sagverks AB and 
Storviks Sulfit AB, both companies having business accounts with 
SEB (though otherwise there was no similarity in their relations with 
the bank). In 1889 the SEB group sold its shares in Kopparberg- 
Hofors to the Nisser family, who thus became the sole owner. This 
company was concerned not merely with sawmills but also with the 
production of iron, and owned much forest property around Ockelbo 
in northern Gastrikland, and in eastern Dalarna. They even ran their 
own railway from Linghed in Dalarna through Ockelbo to Norrsund 
on the Baltic. 

Storviks Sulfit AB had been founded in 1888 on the initiative of 
K. A. Wallenberg. Hofors had subscribed for shares, as had Billeruds 
AB and V. Folin who became head of the new factory (p. 135). Billerud 
later disposed of its shares, probably to K. A. Wallenberg, for in 1906 
there were 1,800 shares of 1,000 kronor each, of which K. A. Wallen- 
berg held 525, Hofors 420 and Folin 236. Storviks Sulfit AB was soon 
successful. Total distributed dividends rose to 180,000 kronor in 1895 
and were maintained at that figure though the share capital was in- 
creased by a bonus issue in 1902 to 1,800,000 kronor and though net 
profits in 1902-1905 were between 267,000 and 484,000 kronor. The 
reserves were valued at 1,100,000 kronor in 1905, and the book values 
in general had probably been kept low. Folin also told Marcus Wallen- 
berg, who was the company’s auditor, that he intended to propose an 
increase in the dividend to 12 %. 

As a result of K. A. Wallenberg’s initiative in 1887 there existed 
by 1906 a strong and prosperous firm which was steadily increasing 
its profits. There was some uneasiness about the future, however, as 
Storviks Sulfit owned little forest property of its own. It had really 
been set up to provide Hofors with a customer for its timber, but 
Hofors had sold much of its forests between 1890 and 1900. More- 
over the timber needs of the ironworks and of the sulphite factory were 
not complementary, as both used timber of small dimensions. On one 
occasion K. A. Wallenberg tried, but in vain, to obtain forest property 
for Storvik (p. 344). It was common at this time for sawmills to make 
use of surplus small timber by erecting pulp factories. Kopparberg- 
Hofors had not yet done so, however, and its forests were conveniently 
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situated for Storvik. In the spring of 1906 some of the main share- 
holders were also particularly concerned to gain some benefit from 
the much increased value of their investment in Storvik. On 15 March 
1906 the board of SEB decided on a new issue of shares; if K. A. 
Wallenberg took up his quota he would be liable for 1,300,000 kro- 
nor. Also Folin may have been anxious to withdraw from active manage- 
ment, perhaps because he had become a member of the First Chamber 
of the Riksdag. 

Discussions on this matter were certainly in progress at any rate by 9 
April 1906. On that date the head of Kopparberg-Hofors, Arvid Hern- 
marck, a member by marriage of the Nisser family, sent Carl Frisk a 
valuation of the property. Frisk summarised the proposals in a memo- 
randum. Hernmarck already held 242 of his company’s shares. The 
remaining 758 shares were to be sold at 10,000 kronor per share by 
the Nisser family who would be paid for them in the company’s bonds 
to a value of 4,518,000 kronor, deposit certificates worth 1,516,000 
kronor, and a similar amount in cash. 400 shares were then to be trans- 
ferred to the company; Hofors and Hernmarck would hold 300 each, 
financial help for the purchase of 58 of these by Hernmarck being sup- 
plied by SEB. Hernmarck was to remain in charge as long as he wished 
and fulfilled the duties competently; he was also to be one of the three 
directors, with Per Eriksson and Frisk; Storvik was also to be bought. 
An undated memorandum by K. A. Wallenberg mentions that the com- 
pany’s forest property amounted to 268,000 acres in Gastrikland and 
220,000 in Dalarna. From all this property 116,000 acres should be 
saleable for 5,000,000 kronor. 

The Nisser family, excluding Hernmarck, were therefore going to 
exchange their shares for bonds, plus a large sum either in cash or 
falling due for payment in cash within a relatively short time. As in 
the Wifsta transaction it was hoped that the extent of the commitment 
could be reduced by the sale of property, on this occasion forest estates 
and not standing timber. 

The final agreements were concluded on 3 May and Hernmarck paid 
for the 758 shares he was buying from his family. The terms of payment 
had changed a little. SEB was to grant a loan of 580,000 kronor to 
Hernmarck, and a special current account was created for Hofors with 
a credit of 3,000,000 kronor, which was used at once. Kopparberg- 


494 


NEW VENTURES IN SWEDISH FOREST PROPERTY 


Hofors bought the first 1,510 Storvik shares on 8 May, and the rest 
before the end of the month, a transaction which altogether required 
4,495,000 kronor. Kopparberg-Hofors’s payments were financed by 
SEB, and there was no significant relief until July when the commitment 
was reduced through the equivalent of a bond loan for Storvik of 
1,800,000 kronor nominal value, taken over by the bank. As the bond 
loan was successfully placed within the year, and before that was proba- 
bly well covered by deposit certificates, only a sum of 2,700,000 kronor 
remained a direct charge on the bank. At this time however 1,020,000 
kronor was transferred to Hofors for its Storvik shares, so that the net 
burden on the bank as a result of the Storvik purchase reached no more 
than about 1,700,000. Added to the credits to Hofors and Hernmarck 
this made a total of over 5,200,000 kronor as SEB’s total commitment 
in ensuring co-operation between Kopparberg-Hofors and Storviks 
Sulfit. 

It would have been impossible to make such sums available so soon 
after the bank had been engaged in the Wifsta transactions if SEB had 
not been able to count on receiving some repayment almost immedi- 
ately. This was certainly true of K. A. Wallenberg, who had 1,312,500 
kronor to draw for his Storvik shares. He used 1,100,000 kronor 
of this sum to repay the loan to the bank, which had provided him 
with the funds to subscribe for the new bank shares (p. 302). 

In order to improve SEB’s position its directors turned to their 
foreign associates. As early as March K. A. Wallenberg had been 
seeking permission for Hofors to overdraw up to 500,000 kronor in 
Hamburg, on the grounds that Hofors and another company had just 
purchased a large area of forest, but apparently he was unsuccessful. On 
the other hand the Hofors Current Account No. 3, which was intended 
for the Kopparberg-Hofors transaction, was credited from June on- 
wards with pound, franc and mark bills, which lowered the outstanding 
account by more than 1,000,000 kronor. They prove to have been 
discounted with Fred. Huth & Co. of London, and he in turn apparently 
re-discounted them partly with the Crédit Lyonnais. SEB had originally 
discounted them obviously with the idea of re-discounting them abroad. 
This amounted to mobilising their short-term resources for the big prop- 
erty transaction. Apparently SEB was optimistic about its chances of 
getting out quickly. The general economic situation was good, and the 
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tightness on the international money market which had marked the close 
of 1905 had relaxed considerably (p. 268). 


But at the end of 1906 the situation on the money market began to 
resemble that at the end of 1899. During the autumn things had begun 
to grow more difficult and discount rates rose rapidly. SEB was now 
mainly concerned in very different types of business from those which 
had occupied it seven years earlier. International bond business 
which was so characteristic of the earlier period and which had 
brought the bank both investable funds and profit, was now dormant. 
K. A. Wallenberg who had been the leader in this field was now on 
his journey in the Far East, and the poor returns such business brought 
in indicate that little was lost owing to his absence. There now existed 
a new possibility for the bank to acquire funds. It arose from the great 
activity of the stock-brokers which had been developing since the 
last boom period and which was of particular importance in view of 
the bank’s recent big industrial commitments. Lively speculation drove 
up the price of shares late in 1906 and on one of the last days of the 
year Marcus Wallenberg wrote, “the jobbers have pushed up Granges- 
berg’s to 5,000, Kopparbergs Berglag’s to 5,000 and L. M. Ericsson’s 
to 10,300. One is tempted to sell these last shares.” The situation had 
been eased in another way and to an even greater extent by the suc- 
cessful launching not long before of Norwegian nitrate on the inter- 
national capital market (p. 451). In addition SEB received some useful 
liquid assets when the Grangesberg company paid off the loans of 
2,750,000 kronor which had first been granted to LKAB in 1898, 
and which had been part of the tangled story of SEB’s efforts to finance 
this company’s development at Kiruna (p. 242). This payment prac- 
tically ended this heavy engagement of SEB, and it came at a very timely 
moment. Just before the new year Marcus Wallenberg reported that 
everything was “ticking over quietly at a time of great shortage of 
money. We have had to call in most of our loans to other banks, but as 
usual the danger to our resources is probably exaggerated; unexpected 
payments are always occurring.” This optimism was encouraged by the 
fact that concerns like Asea and Diesels Motorer which had long been 
causing anxiety found themselves overwhelmed with orders; Hessel- 
man’s reversible marine engine also began to look like a potential suc- 
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cess. Even the latest big transactions seemed to be doing well, and Mar- 
cus Wallenberg was busy securing a new manager for Wifsta Varf, as 
well as a director of forestry for Kopparberg-Hofors. 

The prevailing optimism about these last transactions is remarkable 
when one considers how much money was still tied up in them. Kop- 
parberg-Hofors did not succeed in realising any of its property during 
1906, and at the end of the year SEB still had 5,281,000 kronor com- 
mitted here as well as 8,900,000 in Wifsta Varf, a total of 14,181,000 
in the two ventures in forest property which were first begun in the 
spring of 1906. This sum was equal to over half the bank’s own funds 
and to 12 % of its balance sheet total. Up to this time SEB had not 
looked on forestry as an important field of economic activity, but the 
bank had now engaged a considerable proportion of its wealth to en- 
courage a more intensive use of the forests during a period of growing 
shortage of timber. 
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ADMINISTRATION AND ACTIVITIES 


1. Business conditions, 1907-1914 


In dealing with events from 1907 until the outbreak of the first world 
war this enquiry has been restricted to those commitments in which 
SEB was already implicated. Transactions already examined are fol- 
lowed through to their conclusion but new developments are not studied 
here. The final date varies but for most purposes the outbreak of war 
in the summer of 1914 has been used. Should these limitations give an 
impression of stagnation, this would be wholly false. As before, new 
business was quickly undertaken as old transactions were completed, 
and the balance sheet figures show that expansion continued. 

Inevitably the international capital market was affected during these 
years by the growing tension between the two political power blocks 
which were already clearly defined. International crises were arising 
over areas which came closer and closer to Europe. 1911 and the fol- 
lowing years saw the renewal of the Franco-German dispute over 
Morocco, the Italian attack on Tripoli and a series of limited wars in 
the Balkans which led the way to the first world war. The growing ten- 
sion between the powers was marked by an intensification of the arma- 
ments race. These events were bound to affect the money and capital 
markets; the effects can be illustrated, as in an earlier period, by a table 
of discount rates. 

After a significant peak at the end of 1907 discount rates fell much 
more rapidly than at the corresponding period of the earlier cycle. On 
the whole they were not as low as they previously had been, and they 
were much more variable than before. The prevailing political ten- 
sion was reflected above all in the cheapest market of all, in France, 
where the discount rate rose in the autumn of 1911, fell in the spring 
of 1912 but rose again in the autumn and remained high all through 
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1913. It is noteworthy that the level of the Swedish rate remained closer 
than in earlier years to that of the great financial powers. This meant 
that it had become less advantageous to borrow in those markets. More- 
over political control over the movement of capital increased and the 
powers were less willing to lend to countries like Sweden. The placing 
of funds now came to be influenced to a great extent by various political 
considerations. Less weight seemed to be attached by Britain to such 
considerations, but it is nevertheless clear that even British foreign in- 
vestments, during that period the greatest ever, followed the general 
pattern of her foreign and trading policy. This meant that support was 
given for British trade with the Empire and certain non-European 
countries, and that the capital market was made available to Russian 
borrowing. In Germany the authorities took great care to see that their 
slender capital resources were not wasted in any form of capital ex- 
ports that did not yield direct political or commercial advantages. 

The most flagrant example of this kind of behaviour, and that which 
affected Scandinavia most, came from France. The French government 
actually decided which foreign securities were to be quoted on the Stock 
Exchange, and without such quotation it was almost impossible to place 
them favourably. The stamp duties were also raised. In consequence 
borrowing in France not only became more expensive than before but 
was tied to concessions of other kinds, e.g. a lowering of the duty on 
wines and spirits. Big foreign loans were made to develop heavy 
industries, particularly armaments, in close connexion with the aims of 
foreign policy. The most obvious result was a flow of large capital sums 
to Russia. By 1914 France had foreign claims of about 45 milliard 
French francs of which, it has been calculated, 11.3 milliards were in 
Russia and only 1.5 milliards in England, Germany and Scandinavia 
together. Nevertheless this modest fraction was of very great importance 
to Sweden. Other calculations show that in 1913 about two thirds of 
Sweden’s long-term foreign debt, or 615 million kronor, was held in 
France.! These facts will be confirmed by observations to be made in 


1 J, Akerman, Ekonomisk Teori, Il, 407 ff. I Sundbom, ‘Sveriges kapitalimport fran 
Frankrike 1870-1914’, p. 233, in Studier i ekonomi och historia tillagnade Eli F. Heck- 
scher. H. Feis, Europe, the World’s Banker, pp. 51 f. C. K. Hobson, The Export of 
Capital, pp. 157 ff. A. K. Cairncross, Home and Foreign Investment, pp. 223 ff. 
A. Montgomery, Svensk traktatpolitik, pp. 118 f. 
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chapter XXIII. After 1907, however, France, the country which had 
played the greatest part in lending capital to Sweden, had begun to turn 
her back on the Scandinavian and other similar countries which had 
little to offer politically or commercially in return for loans. By 1914 
these countries could no longer find much help in the international 
markets. 

Much of Sweden’s economic development can be found illustrated 
in Tables XHI—XV (p. 270). It appears that 1910 was the last year in 
which capital imports exceeded capital exports, that this had been the 
normal state of affairs ever since 1897, and that the deficit had been 
considerable up to 1909. From 1911 on there was always a modest net 
export of capital, though considerable sums were still borrowed abroad. 
One reason for this was the increased difficulty of borrowing abroad 
described above. But in addition the difficulties created by this fact were 
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now counterbalanced by the greater economic wealth which industriali- 
sation had brought to Sweden and by the big demand for her timber, 
iron, and engineering products. On balance, therefore, Sweden’s eco- 
nomic position continued to improve. The previous boom had reached 
its peak in 1907. The connexion with foreign borrowing is appar- 
ent from the fact that the banks who had secured short-term credits 
abroad made use of these to finance the wave of share speculation which 
occurred in Sweden in 1905-1907, the first such wave to take place 
in Sweden. It subsided abruptly and the boom collapsed as the finan- 
cial crisis of 1907 spread that autumn from the United States to all the 
money markets of the world. In Sweden the Riksbank and the National 
Debt Commissioners were able to stifle the effects to a considerable 
extent, partly by means of the loan which the Commissioners had raised 
just before the crisis. In 1908, however, the prices of both timber and 
iron fell, the number of bankruptcies rose by a third and the number 
of new firms fell by half. However, the supply of money improved, as is 
shown by the fact that the discount rate of the Riksbank, which was 
7% at the end of 1907, had fallen to 5*/2 % six months later and 
reached 41/2 %, the level of before the boom, in February 1909. This 
meant that in Sweden, as elsewhere, the fall was quicker than after 1899. 
The speed of the revival, however, was particularly marked in Sweden. 
By 1909 timber and iron prices had almost regained their 1907 levels. 
1909 was the year of the Swedish general strike, and this kept produc- 
tion down and postponed the full advantage of the rise in prices until 
1910. From then until the outbreak of war, the market conditions con- 
tinued to be favourable. For a time also the money market was easier 
owing to the placing of two large loans in France. The Morocco crisis 
of 1911, however, again raised the discount rate in Sweden. 

Once again boom conditions resulted in increased interest among the 
general public in the acquisition of shares. This time the Stock Exchange 
was better organised to meet the demands and it has been calculated 
that in 1909 it handled 9 % of the whole country’s share dealings while 
in 1912 the figure rose to 21 %. The Stockholm Exchange resembled 
the continental exchanges; in 1910 for example dealing for the account 
was introduced. Stock Exchange transactions rose from 87 million kro- 
nor in 1910 to 181 millions in 1911 and 318 millions in 1912. This 
proved to be the peak of the period of speculation which came to an end 
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on “Black Saturday”, 12 October, 1912, when the serious news from 
the Balkans helped to cause a calamitous fall in prices. Interest rates 
rose and this, together with a number of scandals on the Stock Exchange, 
caused the public to lose its speculative fever. The 1913 figure amounted 
to no more than 180 million kronor.” 

It can be said that on the whole Swedish industry and commerce 
flourished during the period 1907 to 1914, and that its financial require- 
ments could now be handled not only by the banks but also by the Stock 
Exchange which provided facilities for transferring the burden of finance 
on to a regular capital market. Sweden was now an industrialised coun- 
try and her savings were of a sufficient magnitude and in an appropriate 
form to enable them to support the continued expansion of the means 
of production. As has been seen Sweden had even become a small net 
exporter of capital. However, less capital was borrowed abroad in the 
main because foreign lenders, faced with the prospect of a world con- 
flagration, needed more of their resources for themselves and their allies. 


2. Leadership of the bank 


In February 1906 the published report of the board of SEB contained 
a warning against the increasingly extravagant use by some banks of 
foreign credits. It has been pointed out earlier (p. 82) that SEB on 
the whole no longer indulged in this form of borrowing abroad. Their 
restraint in this respect was largely based on personal experiences 
during periods when Swedish bankers had been obliged to rely a good 
deal on foreign credits. It met with the approval of Wilhelm Ulander, 
an old friend of A. O. Wallenberg himself. At the age of 85 Ulander was 
on the point of retirement from his position as head of Uplands En- 
skilda Bank. He wrote to K. A. Wallenberg to congratulate him on 
the fine results of the previous year, saying “I can’t understand how 
you and Marcus manage to make so much money.” The warning about 
large foreign credits was, he said, “a timely one. Some of those gentle- 
men would be well advised to remember 1857.” In his reply K. A. Wal- 
lenberg admitted that his memory did not go back so far but added, 


z G. Cassel, Riksbanken under krisen 1907-1908, pp. 63 f. E. Fleetwood, Sweden’s 
Capital Imports and Exports, pp. 34 ff. K. Belfrage, Stockholms Fondbérs, pp. 44 ff. 
A. Ostlind, Svensk samhdllsekonomi, pp. 247 f. 


502 


LEADERSHIP OF THE BANK 


“In Stockholms Enskilda Bank, as with you, those of us who did 
not waste our youth are now receiving our due reward. Ever since 
1886, with the memory of 1878 and 1879 in my mind, I have striven 
to consolidate the bank’s position, and to place it in the forefront as 
regards strength and liquidity. The critics whom I inherited and have 
endured so long have now, thank goodness, disappeared at last.” 

Although K. A. Wallenberg does not say so directly, he could only 
have meant that the profits which made consolidation possible were 
principally procured by himself. It is certainly true that the bond trans- 
actions brought in good returns at a time when the bank had hardly any 
investable funds at its disposal. Marcus Wallenberg played his part by 
carefully checking all applications for credit and by continually super- 
vising and helping to maintain the smooth functioning of firms in whose 
creation and growth the bank had played some part. This activity saved 
the bank from losses but had not brought in large profits. In any case 
most of these undertakings were still in their infancy. Nevertheless it 
was for such business that the bank used its new funds and it was Marcus 
Wallenberg who had now come to direct the activities of the bank. K. A. 
Wallenberg entered a new field of action when in 1906 he was elected 
to the Riksdag. He remained managing director of SEB until 1911 when 
the annual general meeting appointed him chairman of the board of 
directors. The change was not very significant, however, and he con- 
tinued to share the manager’s office with Marcus. He continued to 
handle above all the foreign bond transactions of the bank and there was 
no real break in his work until February 1914 when he became Swedish 
Foreign Minister. 

The board of SEB was dominated by men who were either active in 
the service of the bank or of firms closely connected with it. There were 
never more than ten directors. In March 1907 came one innovation, 
probably as a result of K. A. Wallenberg’s election to the Riksdag, 
namely the appointment of a second deputy managing director in the 
person of Carl Frisk. His new position in the bank was recognised by 
the allocation of a royalty to him. It may already have been known at 
this time that Kinnander was soon to leave the bank in order to take up 
the post of deputy managing director of Férsakrings AB Skandia. The 
vacancy thus created was filled on 6 June 1907 by Charles Dickson, a 
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The outside representation on the board was strengthened at the 
annual meeting of 1908 by the election of Consul-General Otto Heil- 
born and Captain Allan Abenius. Heilborn had already represented 
SEB for several years on the board of Asea; Abenius had been associ- 
ated with the bank since 1906, mainly in connexion with some of the 
waterfall transactions in Norway. Heilborn died within two years, how- 
ever, and Abenius resigned in 1910 when his business activities ceased 
to have their former connexion with SEB. In 1909 Axel Johnson also 
left the board, his attendance at the regular Thursday meeting having 
become only sporadic. Axel Burén, who had been a member of the 
board for thirty years resigned in 1911. Printzskold, who gave up the 
chairman’s seat to K. A. Wallenberg, succeeded Burén as vice-chairman. 
Two new directors were elected to the board at the 1911 general meet- 
ing, Harald Almstrém from RO6rstrands Fabriks AB and Josef Sachs of 
Nordiska Kompaniet. Two years later at the suggestion of Marcus Wal- 
lenberg, Hjalmar Hammarskjold, a distinguished administrator, was 
elected, but he only remained for a year as after the political crisis of 
1914 he became Prime Minister and formed a government which in- 
cluded K. A. Wallenberg as Foreign Minister. 

It is not clear what position was envisaged for Joseph Nachmanson, 
a textile merchant, when he was elected to the board in 1909 in suc- 
cession to Axel Johnson. Not until the following year is there any 
mention of a particular assignment, though from the first he showed 
great interest in the meetings of the board and only missed two of them 
in the rest of the year when he was elected. In September 1910, with the 
agreement of the Wallenberg brothers, Dickson became the secretary 
of the newly founded Swedish Banks’ Association and Nachmanson was 
then invited to take his post as cash manager. This was, as K. A. Wal- 
lenberg wrote in a letter, “with a view his moving later closer to the 
managing director”. This intention was openly expressed in the minutes 
of the meeting at which his appointment was agreed upon, when he was 
also appointed deputy managing director. It was obvious now that Frisk 
had a serious rival and in March 1911 he left SEB for the Handelsbank 
in the hope of succeeding Louis Frenckel as its head. Marcus Wallen- 
berg made light of the loss of Frisk, insisting that Nachmanson was “a 
far better man. It’s a real pleasure to work with him.” Frisk’s arrival at 
the Handelsbank, however, seems to have brought to an end the period 
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of relatively good relations that had existed between the two banks since 
1907. After Frenckel’s unexpected death in 1911 Frisk began to defend 
the Handelsbank’s interest against SEB with extreme vigour. 

After the annual meeting of 1911 the bank returned to the practice 
of having only one deputy managing director. Not until August was 
it possible to find a suitable man for the post of cash manager and then 
it was given to F. von Krusenstjerna, the head of the Stockholm Stock 
Exchange. He was also elected to the board together with K. A. Riben, 
who had been the bank’s lawyer since 1898. Only two years later, how- 
ever, at the end of 1913, von Krusenstjerna resigned to take Benckert’s 
place as Bank Inspector. This appointment came as a surprise to Marcus 
Wallenberg and caused a break with the earlier practice of having the 
cash manager as a member of the board. It is an interesting illustration 
of Marcus Wallenberg’s position in the bank that he now merely notified 
K. A. Wallenberg who was abroad that the vacancy had been filled 
by the appointment of Erland Berglof from the Diskontobank. Bergléf, 
however, was only appointed as assistant, not as a full, director. Three 
assistant directorships had been established in May 1912, and the other 
two were held at this time by Bror Hahn and Richard Julin. The down- 
grading of this post to an assistant directorship is indicative of the way 
power was being concentrated in the hands of Marcus Wallenberg and 
Nachmanson during these years, a concentration which was unknown 
during K. A. Wallenberg’s days. It was no longer the rule that senior 
officials of the bank should have a seat on the board. 


3. The structure of banking 


The ability of the Swedish banks to satisfy the credit needs of a 
rapidly expanding industrial economy was limited both by law and by 
their own slender capital resources. It has already been pointed out 
that all attempts by the leaders of SEB to use their hidden reserves to 
grant credits of this kind were met with determined opposition by the 
government Bank Inspector. Banks were not permitted to engage directly 
in share-issuing operations. They could only finance such operations on 
behalf of private individuals or of companies formally unconnected with 
themselves. These borrowers bore all immediate risk and consequently 
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took all profits, even if the transactions were in fact carried out under 
the aegis of a bank. This raised the question of legal sanction either for 
some form of share-issuing bank (banque d’affaires) or else for existing 
banks to own shares. A bill providing for the first alternative was laid 
before the Riksdag in 1903 but was undoubtedly premature and was 
rejected. In 1907 a similar motion was brought forward in the hope of 
gaining assistance from the current wave of speculation. Before any 
decision had been taken about this bill Louis Frenckel founded 
Svenska Emissions AB. This made it plain to all that banks already 
had a right to co-operate with associated issuing houses constituted as 
companies. It emerged from the debate in the Riksdag that one of the 
objects of the bill was to bring such activities under the control of the 
Bank Inspector. The decision of the Riksdag, by a majority of one 
vote in the Second Chamber, was to call for a report. A committee 
was set up including Benckert and Marcus: Wallenberg. The recom- 
mendations of the committee were embodied in a law passed in 1909. 
It permitted the establishment of share-issuing banks whose shares 
could only be owned by other banks, at least four in each instance, 
a limit being set to the value of issuing-bank shares they might own. 
These provisions proved too restrictive, and no such issuing-bank was 
ever created. In 1911, however, permission was granted for the larger 
banks to own shares other than those of issuing houses and a number 
of banks began to co-operate with associated issuing and holding com- 
panies.® 

One characteristic of the period of industrialisation in Sweden was the 
existence of a great number of small independent banks. The greatest 
number was reached in 1909. In the following year a movement in the 
opposite direction began to gather strength, as had happened elsewhere. | 
Sweden’s two largest banks, Skanes Enskilda Bank and Skandinaviska 
Kredit AB, amalgamated to form one bank with a large network of 
branches. This event came as a great surprise to other Swedish bankers. 
K. A. Wallenberg felt obliged to telegraph the news to Marcus with the 
further information that the Handelsbank was about to increase its share 
capital by 50 % through an issue of shares at 200. This would increase 
the bank’s capital and reserve fund to over 43,000,000 kronor. A few 


8 Riksdag Papers, 1907. Férslag till lag om bankrérelse, 1908. 1917 drs Bankkom- 
mitté. Cf. K. Samuelsson, The banks and the financing of industry. 
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days later he reported a conversation with the Minister of Finance about 
taxation problems in which this subject had cropped up when the Min- 
ister had suggested that “we ought to gobble up some private banks and 
turn ourselves into a big private bank. If we want to do anything of the 
sort we shall thus have the government on our side.” Marcus Wallenberg 
commented that they might well have to reconsider their policy, “nur 
nicht tiberstiirzen”. 

K. A. Wallenberg seems to have had some anxiety about SEB’s 
ability to acquit itself in the face of the other great banks, but Marcus 
was less perturbed. The first steps taken were not in the direction 
suggested by the Finance Minister but rather towards closer co-operation 
with the Handelsbank. Louis Frenckel has been regarded as being op- 
posed in principle to the idea of banks’ having branches in the provinces, 
and during his time the Handelsbank ceased to have any such offices.‘ 
In June 1910, however, he wrote to K. A. Wallenberg that as a result of 
newspaper reports about the amalgamation of certain banks in Norr- 
land he had been in touch with their directors and told them that 
he was considering setting up one large bank. They were not to commit 
themselves until they had had time to discuss the matter with him. 
Meanwhile he wanted to discuss the matter with Wallenberg. In No- 
vember of that year the Wallenberg brothers apparently had a discus- 
sion with Frenckel in Paris. After Marcus Wallenberg’s return home 
he reported that he had “discussed with our friends here the possibility 
of an amalgamation. They thought it would be wrong to bring in the 
provincial banks except on the terms I had proposed, namely through 
the formation of an issuing bank. I have therefore today informed 
Flrenckel] that we cannot join in his project for an amalgamation 
with the provincial banks.” After a week or so Frenckel himself aban- 
doned the idea. Meanwhile in Paris K. A. Wallenberg had been steadily 
evercoming the various obstacles in the way of the founding of the 
Banques des Pays du Nord. When news of this reached Marcus he 
proposed that SEB and the Handelsbank should together form “an 
issuing bank, partly to subscribe for shares in the new French bank 
and partly to unite the majority of the provincial banks. That ought to 
do the trick.” Not much is known of K. A. Wallenberg’s reactions to 
all this but he does not seem to have been particularly interested. What 


4 C. Hallendorff, Svenska Handelsbanken, p. 163. 
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mattered to K. A. Wallenberg was the bank in Paris, while Marcus on 
the other hand wanted the issuing bank and with this purpose in view 
he was well disposed towards new connexions among the Swedish banks. 

During this period Marcus Wallenberg made even greater efforts to 
increase SEB’s resources and render it better equipped to act as a de 
facto issuing bank. New blocks of unlimited liability shares were issued 
in 1910 and again in 1913, and each time the bank received 6,000,000 
kronor. An issue of preference shares in 1911 brought in 4,500,000 
kronor. Profits continued to be ploughed back, and by the end of 1913 
SEB’s own resources stood at 56,241,000 kronor compared with 
26,777,000 kronor in 1906 (p. 41). It is not as easy to discover how 
after 1906 K. A. and Marcus Wallenberg raised the 3,600,000 kronor 
they needed to retain their proportion of the capital. At the time of the 
1910 issue they obtained large sums from the realisation of Norwegian 
assets belonging to the consortiums which SEB had helped to finance. 
The Stock Exchange also now afforded them opportunities for realising 
other assets. In 1911 when Marcus Wallenberg was impressing upon 
Knut the desirability of an immediate issue of 5 % preference shares, he 
emphasised that the next year’s balance sheet ought to show that SEB’s 
own funds practically equalled those of the Handelsbank, and that 5 % 
was a low rate for share capital. “Moreover, our ordinary business is in- 
creasing and needs more money.” Though SEB had sold many bonds 
its rediscount figures were “still up at 6.5 million kronor, which is exor- 
bitant at this time of year, when the shipping season is nearly over and 
the timber shippers’ accounts are looking so pretty.” Things were now 
bound to be slacker until spring came and it would be useful to have 
considerable unused rights of rediscounting to fall back on. Though he 
did not say so openly, he clearly had in mind the issuing function of the 
bank as the chief reason for a new issue of shares. The normal business 
considered by experts to dominate Swedish banking took only second 
place. 

As a result of Marcus Wallenberg’s efforts SEB took on an even 
more specialised character. If a comparison is made of the percentage 
of the total assets accounted for by the various banks’ own funds, 
SEB now went up from 24th to 19th place. The figure for SEB was 
26.4 %, with which it still lay behind the Handelsbank with 30.7 %, 
but had pulled ahead of Skandinaviska Kredit AB with 25.2 %. Abso- 
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lutely, SEB’s funds in 1913 were higher than those of the Handelsbank. 
The situation changed in the following year when the Handelsbank em- 
barked on its merger policy as a result of which it became the biggest 
bank in the country, with the most widespread network of branch offices. 
As SEB did not develop on these lines it remained the only important 
bank in the country without a network of branches in the provinces, but 
with a body of private assets suitable for fostering industrial expansion. 
The bank had now largely assumed the character it was to retain. 

During these developments no significant use was made of the oppor- 
tunities provided by the new regulations regarding issuing rights (p. 
506). This is perhaps not surprising in view of a statement published by 
Marcus Wallenberg in 1912 at the request of Aftonbladet about the 
need for a Swedish issuing bank. Such a bank should, he suggested, act 
as an entrepreneur, which he explained as follows: 


“It should carefully investigate industrial openings and proposals, under- 
take such experiments as are necessary to determine the feasibility of any 
project on an industrial scale and, if the experiment proves successful, arrange 
for its implementation and, with the help of the credit side of the institution, 
persuade the public to become interested and take up shares in it. 

It should reorganise, both financially and industrially, such concerns as are 
in the doldrums either through bad leadership or for other reasons, or have 
failed to produce satisfactory results. 

On the other hand, the establishment of an issuing bank with the principal 
aim of speculating in shares or of acting as an intermediary would not be in 
the economic interest of the country. 

From this it appears that the essential requirement when setting up an 
issuing bank is not merely to furnish it with sufficient capital and to ensure 
that many leading banks are among its shareholders but, above all, both now 
and in the future, that you find a suitable leader for it and that he is successful 
in engaging a competent staff of technical and commercial experts. Here if 
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ever it is true to say, ‘The skipper is more important than the ship’. 


The great importance which Marcus Wallenberg attached to per- 
sonality shows that he did not expect legislation to make much differ- 
ence one way or the other from the point of view of financing industrial 
undertakings. Money could always be raised through the existing banks. 
When the heads of SEB and Skandinaviska Kredit AB founded AB 
Emissionsinstitutet, it was with a share capital of no more than 3,600,000 
kronor. Marcus Wallenberg said that this Institute would achieve more 
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through hard work and skill than through capital. He became chair- 
man of the board. The first leaders of the new company were men with 
whom he had worked and who had gained his confidence, August Nach- 
manson, Joseph’s brother and head of Orkla Grube AB, and Emil 
Lundqvist, head of Kopparberg-Hofors. From the start Marcus picked 
his shareholders from a very wide circle of Swedish and foreign friends. 
This in itself was a tribute to his reputation as an entrepreneur and a 
banker, as an experienced and enthusiastic founder of new concerns 
and as a supervisor and salvager of firms in difficulties, a reputation 
which he had gained during a period of complete revolution in Scan- 
dinavian economic life. 


4. The bank and its holding companies 


SEB tried in two ways to circumvent the regulation forbidding banks to 
act as continental banques d'affaires, by using assets which had been 
written off, and by using Providentia (which was entirely owned by the 
bank). The Bank Inspector insisted that the writing off of assets should 
be disclosed and that Providentia should cease dealing in shares or 
else sever its connexion with SEB. During 1905 and 1906 Providentia 
engaged in hardly any share transactions, and any new issues financed 
by the bank were formally handled by wholly independent consortiums 
(p. 297). The main lines of Providentia’s activities after 1906 are shown 
in Table XIX, which is in effect a continuation of Table XVI (p. 293). 


XIX. PROVIDENTIA 1907—1913 


ane Hos Position at end of year 
Loans 
against Loans Debt Oth Ae ™M€ Record- 
Bought Sold Balance Promis- Share to Dee oe ed 
None : Accounts SEB dends Profit 
1907 1,997 5,908 3,043 255 1,250 678 264 
1908 1,948 9 4,982 96 2,570 500 308 


1909 3,471 340 =8,113 C1 S22 S50 S te) Od 280 
1910 .8;370% 8,099) 8,284 “7,017. $92 40,874. 2;003" “646 390 
1911 1,577 6,100 3,761 8,701 196 8,016 1,200 607 763 
1912 6,316 3,048 . 7,029. 4,650. 274° | 6,344 1,315" 480° 1,320 
1913" 8,372 L382 1357415253 9,776 15295 = 9859 616 
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The share capital figures are not given since, after the capital had been 
increased by an issue of bonus shares to 4,800,000 kronor, it remained 
fixed at this figure. Additional columns have been inserted to show 
claims against promissory notes and loans to finance dealings for the 
account (loans for share accounts). Such loans were granted in only a 
few years and they are entered here mainly as a curiosity. Providentia’s 
books were kept in a distinctly inconsistent way and the use after 1910 
of other holding companies has made it very difficult to discover the 
exact position; this table is therefore less complete than the previous one. 

The table shows a considerable increase in share transactions and a 
distinct increase in the volume of assets locked up in shares. From 
1909 onwards Providentia began to borrow large sums from SEB, but 
in the following year they had a large claim in promissory notes. The 
significance of these transactions only becomes clear after an examina- 
tion of certain major transactions which dominated the situation in some 
years. In 1907, for instance, no less than 5,862,000 kronor of the 
‘shares sold’ item and 1,622,000 of the ‘shares bought’ concerned the 
transfer of shares in the Gavle-Dala railway by Providentia and other 
persons closely connected with the bank. The intermediary was William 
Olsson and the real buyer proved to be the Bergslag railway. 

None of the gains from this transaction appeared in the books as prof- 
it. The account for these shares was balanced by debiting to it 1,701,000 
of the 2,783,000 kronor which Providentia paid to SEB on 31 De- 
cember 1907 for various securities. A common element here and in the 
G4vle-Dala affair was William Olsson. The newly acquired securities 
consisted in fact of 5 */2 % and 4 */2 % bonds to the nominal value of 
1,634,000 and 18,000 kronor respectively, of preference shares and 
ordinary shares in Nordiska Travarubolaget to the value in each case 
of 68,000 kronor, and of a loan to William Olsson of 715,000 kronor 
on the security of 143 Bodtriéskfors shares, 101 shares in Tore AB 
and two shares in Marma AB. Only on the Tére and Marma shares 
was it unnecessary to write down the value. Half the property of Hu- 
vudsta near Stockholm was also included in the purchase. This property 
—never even mentioned in SEB’s books—was entered in Providentia’s 
books as worth 883,000 kronor. The increase in stated assets caused 
by this was used to write off still further the recently acquired securities. 
The whole operation was really one of writing down or writing off 
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commitments which had involved nothing but losses and which were 
all more or less connected with the financing of operations for William 
Olsson. Thanks to Providentia this could be done by realising or writ- 
ing up old assets, with the effect that nothing needed to be entered in 
the profit and loss account. 

Providentia’s second largest share transaction in 1907 amounted to 
only 126,000 kronor and concerned shares in the Banque d’Etat du 
Maroc. These shares were only bought in order to retain the connexions 
with the French capital market (p. 522). Providentia’s increased activity 
during 1907 was therefore more a variant on the old game of trying to 
cover up the practice of writing off assets than an attempt to operate in 
the share market on the company’s own behalf. In any case, these trans- 
actions once again contravened the Bank Inspector’s explicit instruc- 
tions. That the directors dared to do this may have been due to the fact 
that a report of the Bank Inspector in March 1907 contained only a 
few minor strictures and no demand of any kind concerning Providentia. 
Benckert, however, must have found out by some means what happened 
soon after the end of the inspection. He made another visit within a 
year, and in February 1908 K. A. Wallenberg wrote that he believed 
“Benckert is going to admonish us, either officially or officiously, for 
our improper relations with Providentia. Still, I will have a word with 
him.” 

But Benckert would no longer allow himself to be talked round. He 
discovered that in 1907 not only had 510,000 kronor in the bond 
account and 860,000 in the profit and loss account been written off, 
but also that securities to the value of 2,977,000 kronor had been trans- 
ferred to Providentia together with half the Huvudsta property. “The 
Inspectorate,” he wrote, “is perfectly ready to acknowledge the skill 
with which all this has been arranged to circumvent a law which the 
directors of the bank find inconvenient — — — and to make it unnec- 
essary to pass the law about issuing banks which has so far not been 
forthcoming — — — but this comedy can no longer go on — — — or it may 
come about that less skilful actors will want to try these réles, and 
then comedy may turn into tragedy.” Property worth nearly a million 
kronor had been transferred without any stated motive or return on 
the assumption that “the bank and Providentia are one. — — — But if 
the bank wants to deal in shares — — — then the shares are bought 
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and sold by Providentia - — — and then the only excuse is that the 
bank and Providentia are not one.” If the bank did not take immediate 
action to sever its connexion with Providentia legal steps would be 
taken. “Regrettably, the report which the Inspectorate would then have 
to furnish—it would probably be on the same lines as this letter—would 
be a public one and, to judge from previous experience, would soon find 
its way into the hands of the press.” It would be better, Benckert wrote, 
if such matters remained confidential between the Inspectorate and the 
directors of the bank. This was enough. The board of SEB passed a 
resolution that the shares of Providentia were to be disposed of at the 
first suitable opportunity. 

Having achieved this, Benckert allowed the bank time to rewrite the 
constitution of Providentia. It was now framed so as to ensure that the 
bank would continue to have the advantage of Providentia’s profits as 
these had been mainly acquired as a result of the bank’s efforts. A 
maximum figure of 5 % was therefore fixed for the dividend, and it 
was stipulated that after a suitable reserve fund had been built up all 
the remaining funded profits should be placed at the disposal of the 
bank. Therefore, as Marcus Wallenberg pointed out, “no minority could 
oppose the use of funds on behalf of SEB when it is part of the com- 
pany’s purpose. The only difficulty will be to be sure always of a 
majority.” 

After the company’s new constitution had been settled and the share 
capital had been increased by a bonus issue to allow for an equitable 
allocation to the bank’s shareholders, the latter were invited to buy 
Providentia shares at 200 kronor each, half their nominal value. This 
opportunity to invest money at 10 % was further facilitated by a 
provision that payment could be made during the course of 1909. The 
bank had the advantage of acquiring 2,400,000 kronor for Providen- 
tia and it could still reckon on retaining control over the company’s 
resources and on having full use of all profits after the stipulated divi- 
dend had been paid. Finally, as the Inspector had had his way over 
the separation of the company from the bank, the possibilities for 
using the former in share transactions had considerably increased. 

In spite of the big purchases of shares, SEB was in 1908 still rather 
careful in making use of the new facilities, and the bank still did not 
appear as a lender. This was curious in view of the fact that the main 
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purchase was of 793 shares in AB Sommelii Fabriker—valued in the 
books at 1,275,000 kronor—of which 550 had been held by SEB since 
1901 as security for a loan to C. M. Victorin. At that date a con- 
sortium led by Marcus Wallenberg had bought a majority holding in 
this concern, which ran an oil-mill and other enterprises at Henriks- 
borg near Stockholm. The businesses were expanded and rationalised 
during the next few years, apparently with good results. The company 
became a client of SEB and made use of credits amounting to between 
400,000 and 600,000 kronor. The transfer of the shares did not imply 
the liquidation of Victorin’s debt which was increased to the purchase 
price total of 1,320,000 kronor. This debt was paid off in the course of 
the next two years, evidently as shares were sold. When Providentia 
took over Victorin’s debt, 500 shares were left. The shares in the South 
African Trading Co. held by Olsson and Nordiska Travarubolaget were 
also taken over but there was no need to borrow funds as they were 
merely the security for loans which Providentia had granted. The only 
remaining purchase in 1908, of ordinary shares in Wifsta Varf for 
500,000 kronor, could be paid for out of current income. 

In 1909 SEB began once again to supply Providentia directly 
with large sums. The main reason was that both Hofors AB and 
Svensk-Dansk-Ryska Telefon AB were doubling their share capital, 
costing Providentia 1,829,000 and 835,000 kronor respectively. As 
with the subscription in 1910 of 404,000 kronor for new shares in AB 
Papyrus these were instances of finding new funds for old clients, 
and through Providentia it was now easier to raise fresh share capital. 
The high figures for 1910 appearing in Table XIX are mainly the result 
of taking over Hofors’s ordinary shares in Wifsta Varf for 6,640,000 
kronor and then immediately selling two-fifths of them for 2,656,000 
kronor to Marcus and K. A. Wallenberg and Per Eriksson. Providentia 
thereby took over the greater part of the transaction from Hofors. As 
before the bank supplied the funds. With the Russian telephone shares 
things went rather differently. This share account shows in 1910 acquisi- 
tions for 898,000 kronor, mostly through subscription, and sales for 
900,000 kronor, partly as the result of special deals with the stock- 
brokers. Finally, on the last day of the year, a further batch of shares 
was sold to the brokers in return for a promise of 3,897,000 kronor. 
These promises were redeemed in 1911 and Providentia sold its remain- 
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ing Russian telephone shares for 541,000. This was the bank’s first big 
deal on the Stock Exchange and made a contribution to the growing 
vitality of that institution. Profits from the Russian telephone trans- 
action were gathered in and devoted largely to consolidating the bank’s 
funds. 

As Providentia owned three-quarters of Skandinaviska Elektricitets- 
verk, the sale in 1911 on the Stock Exchange of the 2,447,000 kronor 
of Asea preference shares which that company held helped to strengthen 
SEB’s position. This was even more true of transactions in Asea shares 
which Providentia undertook in the same year, resulting in a profit of 
108,000 kronor on shares which had cost 316,000 to acquire. The réle 
of the bank was by no means passive as the placing of large sums via 
the brokers was supported by the bank through loans. In order to get 
a fuller picture of the issuing activity which took place under the leader- 
ship of SEB, attention must also be paid to the loans to brokers which 
became a regular feature after 1908. After 1910 the new holding com- 
panies associated with the bank also have to be considered. The bank’s 
commitments through these various methods of dealing in securities are 
shown in Table XX: 


XX. LENDING TO HOLDING COMPANIES AND 
STOCK-BROKERS 1909—1913 
In thousands of kronor 


. : Stock- Total 
Holding companies Minka) Amount 


Providentia Civitas Servator Diligentia Total 


1909 3,544 3,544 675 4,219 
1910 10,758 10,758 1,258 12,016 
1911 7,926 2,947 10,873 1,491 12,364 
1912 6,998 33023 12,811 D580 5 22,022 
1913 T7535 6,320 1,077 290 19,440 14,044 33,484 


Providentia’s 1913 figures include 2,000,000 kronor borrowed on the security of Wifsta Varf 
bonds at par, a loan which was paid off in 1914—1915. 


So far as AB Diligentia is concerned only its loans against the 
security of shares are given here. This company was founded in June 
1911 with a share capital of 100,000 kronor “to acquire, manage and 
sell securities and real estate”. Its original share capital was held by 
the leaders of the bank but a new share issue of 200,000 kronor was 
taken over directly by the bank, as it was now legally entitled to do. 
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After 1917 Diligentia ceased to deal in shares and from the first it was 
mainly concerned with the administration of the bank’s properties. Its 
first acquisition was the bank’s building at 48 Drottninggatan; in 1913 
it acquired two properties near to the plot in Kungstradgardsgatan in 
Stockholm where a new head office for the bank was being built. Share 
transactions are only mentioned very briefly in the company’s books 
and according to them did not. produce any large profits. Indeed the 
company seems to have served more as a cover than as a real means of 
doing business. 

While Diligentia was being set up, the ground was also being prepared 
for the foundation of Civitas. Marcus Wallenberg explained in a letter 
to a German lawyer that a new company law made it compulsory as 
from 1912 for all firms to disclose in detail their holding of shares in 
other companies. This made it awkward for companies which held 
shares not available for sale to the general-public. One such company 
associated with SEB was anxious to found a subsidiary company in a 
foreign country where the legal and tax requirements were suitable. 
This company would then take over some of the share-holdings of the 
parent company and the parent company would receive in return a claim 
on the subsidiary. It was arranged that Oscar Wallenberg, as managing 
director of Providentia, would discuss the matter with the German 
lawyer and in November 1911 Effektengesellschaft Civitas G.m.b.H. 
was founded in Detmold in the German principality of Lippe. It had a 
share capital of 100,000 marks distributed among five holders, Printz- 
skold, Marcus and Oscar Wallenberg, Nachmanson and Riben. The 
company was in fact used primarily for shares acquired in connexion 
with Hofors and its dealings with timber companies. It acquired this 
company’s holding of Wifsta Varf preference shares which had been 
deposited with the bank as security for loans; instead a loan of 2,947,000 
kronor was now granted to Civitas against this security. A month later 
Providentia handed over to Civitas, in return for an IOU for 4,509,000 
kronor, Hofors shares to the nominal value of 2,500,000, Baltiska Tri- 
varu AB shares of nominally 1,620,000, and Wifsta Varf ordinary shares 
of nominally 5,864,000 kronor. The transfer conditions included a 
clause to the effect that any profit made on the realisation of these shares 
would be given to Providentia. Most of Providentia’s sales of shares 
during 1911 therefore took the form of transfers to the new holding 


516 


— 


ee 


THE BANK AND ITS HOLDING COMPANIES 


company. Just as Providentia was to hand over its profits to SEB, so 
the new company was to hand over its gains to Providentia. It is 
clear that the shares were being transferred in the hope that they could 
be profitably sold to the bank’s advantage and that they were not meant 
to be retained. 

Between 1911 and 1913 Providentia invested sums of 7 41,000, 
912,000, and 1,006,000 kronor in the Banque des Pays du Nord and 
the British Bank of Northern Commerce (p. 533), with much the same 
aims as prevailed in 1907 when it acquired shares in the Banque d’Etat 
du Maroc. During 1912 in particular share transactions proved very 
profitable, bringing in no less than 910,000 kronor to the share account. 
In addition 162,000 came from the Kopparberg-Hofors transaction and 
was used for writing down the shares retained by Providentia (p. 594). 
An attempt to place the Wifsta Varf shares on the Stock Exchange 
was unsuccessful, but members of the consortium took responsibility 
for such a large proportion of the transaction that Civitas was able to 
pay off the loans granted on the security of these shares and Providentia 
was able to reduce her debts to SEB (p. 596). One Stock Exchange trans- 
action that turned out very well was that concerning Nordiska Kompa- 
niet. As the result of an agreement between the owners Providentia 
bought shares to the value of 1,633,000 kronor, and succeeded later in 
that year in selling them through a group of brokers at a profit probably 
of 111,000 kronor. It is for the most part very difficult to follow the 
details of the various transactions through the books during this period; 
this is particularly true of new transactions which are not being studied 
in detail here. Some of them were connected with guarantees for share 
subscriptions, as for example with Norsk Hydro. Commissions were 
sometimes paid in shares (p. 567). 

The biggest and most useful transaction of 1912 was not carried out 
on the Stock Exchange but consisted of the sale of Skandinaviska Elek- 
tricitetsverk shares to Asea. This deal enabled SEB to recover the 
greater part of the losses it had incurred through supporting that com- 
pany (p. 577). A similar recoupment occurred through the sale of South 
African Trading Co. shares to Det Qstasiatiske Kompagni (p. 475). 
The proceeds of this sale were not wholly in cash as the payment in- 
cluded 393,000 kronor in the form of shares in Svenska Ostasiatiska 
Kompaniet. 1,076,000 kronor was invested in small and large blocks 
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of shares of an old client, the Halmstad—Nassj6 railway (p. 37). Apart 
from the Wifsta commitment the opportunity provided by the great 
activity on the Stock Exchange in 1912 was used to the full to relieve 
the bank of several of its engagements. In their place there was a sub- 
stantial increase in new enterprises undertaken by the holding com- 
panies. It should be noted that they did not by any means always retain 
the profits. In the Kopparberg—Hofors transaction for instance they had 
to accept 250,000 kronor—less than they were entitled to under the 
consortium agreement, while 1,269,000 kronor went into SEB’s com- 
mission account (p. 594). This was probably a consequence of the clause 
providing that any excess profit over and above the dividend of 5 % 
made by Providentia should go to SEB. 

In 1913 a slack period on the Stockholm Exchange coincided with 
low figures in the share sale accounts. The Civitas loans were trans- 
ferred to the bank which was now lending considerably more in general, 
both to holding companies and to brokers. Towards the end of the 
year a new holding company, Servator, was founded with a share capital 
of 500,000 kronor. Its shares were owned by SEB’s leaders and it was 
a Swedish company with a perfectly ordinary constitution; consequently 
it had no formal connexion with the bank. Providentia lent large sums 
and also bought shares, principally 1,850,000 kronor in the so-called 
Azote consortium connected with the issuing of new shares that year for 
Norsk Hydro (p. 568), and 2,000,000 kronor in Jarnvags AB Stockholm 
—Saltsjon which in recent years had begun to pay small dividends. In 
this last transaction both old and new shares were bought. The vendor 
was apparently K. A. Wallenberg and this was the first time that shares 
of this enterprise of his early years were transferred to one of the bank’s 
holding companies (p. 154). The probable cause was that K. A. Wallen- 
berg wished to have funds available to participate in the new issue of 
SEB shares of that year (p. 508). A considerable part of the funds raised 
by this issue can be said to have been absorbed by the new commitments 
undertaken by Providentia. 

Throughout this period SEB remained at the centre of the joint 
activities of the holding companies. There seems to have been certain 
dissatisfaction, however, concerning the position of the most impor- 
tant of them. In January 1913 the shareholders of Providentia were 
reminded of the provisions of the new banking law and invited to sell 
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their shares to a consortium set up by the bank’s board, at 450 kronor 
per share, the nominal value being 400 (p. 60). The Providentia consor- 
tium borrowed 5,089,000 kronor from SEB for the purpose. Before the 
shares were transferred to the bank the authorities came to adopt a less 
favourable attitude towards the issuing activities of the banks. It was the 
large scale on which companies associated with the banks carried out 
their share transactions that aroused concern. A treasury department re- 
port of January 1916 drew attention to the abuse but this did not 
result in legislation. In order to anticipate any such action Providentia 
went into liquidation in that year. Most of its assets were transferred to 
a new company, AB Investor, whose shares were divided into two series. 
SEB took the whole of one series for 3,000,000 kronor and the other 
series, totalling 9,000,000 kronor, was subscribed by the bank’s share- 
holders. Each of SEB’s shares carried double voting rights. In effect a 
new form of control had been evolved which enabled the bank’s leaders 
to continue to manage their largest holding company as they had always 
done.° 

Table X XI shows the shareholdings of the holding companies as they 
stood at the end of 1913. It demonstrates the areas of the bank’s share 
interests at the end of the period covered by this book. 

To summarise it may be said that during the period 1907-1913 
SEB had, through its holding companies, greatly extended its owner- 
interests. In 1906 it held shares valued at 7,786,000 kronor in 26 
companies; in 1913 it had a total value of 25,345,000 kronor in 54 
companies. In short the bank had both widened and deepened its 
interests. Some of these holdings were regarded as reserves, held for 
a long period and of advantage either in order to retain a client or to 
preserve a foreign contact. The bank had considerably increased its pos- 
sibilities of conducting business through holding companies. The inten- 
tion might be either to prepare the way for the discharge of some heavy 
commitment or to make sales in order to make a quick cash profit which 
could pass, via the holding company, to’ the bank but not to more or less 
unconnected private persons or companies. It is in this light that the 
great increase in loans to stockbrokers must be seen during the years 


5 K. Samuelsson, The banks and the financing of industry. The loan to the Providentia 
consortium continued, broadly speaking, throughout the period of liquidation, i.e. until 
1946 when Foérvaltningsaktiebolaget Providentia was founded. 
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XXI. SHARES HELD BY HOLDING COMPANIES AT THE END OF 1913 


Capitalised 

are after } Book phsiakiet 

pa distri- value shares held 

(1 000 kr) (1 000 kr) 
Halmstad-Nassjo Jarnvags AB............ 3,174 2,116 52.9 
Halmstad-Bolmens Jarnvags AB.......... 138 138 18.8 
INyatABZAClAS 805 Foie cate e ofers os ee SEE aces 2,150 1,344 67.2 
EIOLORS PA Banaee ti sare airie cieieksdiechenayescaone rset iees 7,697 3,911 91.6 
PR BUR ADV EUS paisietarss ore) oiencietel iets oie ot reeteaoses 15792 1,120 37.3 
Gotarkanalbolagew.sorieroiusl late renal ectayore 349 438 18.5 
Jarnvags AB Stockholm-Saltsjon ......... 1,600 2,000 50.0 
ABs Diesels MOtOrens «crs sree sch -teveney oro axe 539 337 16.8 
AB Svenska Ostasiatiska Kompaniet ...... 482 402 20.1 
Kopparberg-Hofors Sagverks AB......... 1,500 1,250 8.3 
AB Sommoelit: Papriketeane aes ce ele cie's or 1,788 1,480 76.4 
Este AsiatiqueBrancaisii.<. s.c cierees sletn «> 141 60 3.7 
Svensk-Dansk-Ryska Telefon AB......... 576 600 WD) 
AB Goteborgs Ris- & Valskvarn ......... 800 500 25.0 
Norsk Hydro El. Kvelstof A/S .......... 254 242 0.4 
OrklatGrubesA Bec oc ctras sls ce eiens ses 214 214 1.5 
Allmanna Svenska Elektriska AB......... 84 71 0.4 
Norrbottens Sulfat AB (50°% paid in) .... 291 21.0 
WiltstaeV aris AB rcsace cisrcc tices cs ae wistove 1? 60 0.4 
AB Nordiska Kompaniet ............... 105 75 1.3 
Trafik AB Grangesberg-Oxelésund........ 640 700 0.1 
AB Atvidabergs Férenade Industrier...... 840 600 3.8 
IABi Separators. syoersictele cusrerivonn Gets re aieiaveness 634 568 0.8 
Svenska Diamantbergborrnings AB ....... 360 Sy iS 28.5 
AB ITRR BEOMan cc, CONS cys tee clic cer stk 242 181 86.5 
AB Oxeldsunds Jarnverk, (50 % paid in)... 137 5.0 
Plantagengesellschaft Clementina ......... 367 258 14.3 
AB The Swedish Trading Co (50 % paid in) 196 222 
The Swedish Trading Co in China........ 100 32.5 
Mc Intosh & Seymour (50°% paid in) .... 300 30.0 
Smalands Enskilda Bank................ 883 738 8.2 
Banque d’Etatidt MaroGeis-s-aecgeens «5 cecees 258 213 2.6 
Banque des sPays dusNords 2-2 so eee eee 856 1,187 8.2 
British Bank of Northern Commerce...... 1,702 1,656 12.3 
Helsinefors -Aktiebank ss ies: aot ate. t) Sie 287 360 13.3 
Socicté Julien Daimoy iach as oe ane 117 282 
Shares in 18 other companies............ 1,076 935 


31,717 25,345 


Of the unspecified shares the most valuable according to the books were 88 shares in 
Fastighets AB Drott valued at 131,000 kronor; then 1,000 shares in Gefle-Ockelbo J arnvags AB 
120,000 kronor, 198 in Livférsdékrings AB Thule 99,000 kronor, and 132 in Byggnads AB 
Contractor 86,000. 
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after 1909 when the Stock Exchange was really beginning to serve its 
proper function as a place for the unloading of shares on to the capital 
market. Such loans, together with those granted to holding companies 
on the security of shares, were the primary means by which the bank 
was able to help in industrial issuing activities. By 1913 it was engaging 
in this way no less than 31,484,000 kronor, or about 17 % of its total 
assets. The lack of the legal right to act as a banque d’affaires does not 
seem to have seriously prevented the bank from financing industrial 
enterprises. Such activity, involving the greatest risks, brought with it a 
share in profits and therefore took the form of share holding. Every 
possible advantage was in fact taken of the small modifications which 
were made in Sweden’s banking law. 


S21 


CHAPTER XXIII 


SCANDINAVIAN FOREIGN BORROWING 
UNDER INCREASING DIFFICULTIES 


1. Agreement for co-operation with Frenckel 


The contacts with foreign capital markets established by K. A. Wallen- 
berg in order to place the government, mortgage or municipal loans 
were to a marked degree concentrated in France. It was therefore quite 
natural that he should be concerned to maintain and expand his con- 
nexions with French bankers. The Algeciras agreement of 1906 pro- 
vided him with one opportunity. An international bank was to be set 
up to assist in the development of Morocco, the participants being 
principally French and German. Swedish banks were allowed to supply 
1,000,000 francs of a total share capital of 15,400,000 francs and were 
also invited to nominate one of the members of the board. Moret hinted 
that the Banque de Paris would be glad to have someone from SEB, 
but when K. A. Wallenberg passed on this suggestion to Eric Trolle, 
the Foreign Minister, the latter said that SEB was too closely involved in 
France to be allowed to represent the Swedish banks. Trolle accepted, 
however, Wallenberg’s suggestion of a nomination by Skandinaviska 
Kredit AB. This bank, together with SEB and the Handelsbank, was to 
subscribe the shares. It seems that K. A. Wallenberg, who had secured 
an agreement earlier that year with Skandinaviska Kredit AB for limited 
co-operation, had already received their consent that he should represent 
Sweden on the new board, and on 16 May 1906 Skandinaviska Kre- 
dit AB signed a commission authorising him to represent the Swed- 
ish group. This does not seem to accord with the Foreign Minister’s 
intentions. When the Banque d’Etat du Maroc was constituted in Paris 
in January 1907 K. A. Wallenberg had not yet returned from his Far 
Eastern trip (p. 473), and Marcus Wallenberg represented him at the 
meeting and consented to be elected to the board. In an account of the 
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meeting Marcus reported that during the lengthy Franco-German dis- 
putes his sympathies were with the French, “but”, as he wrote, “my 
instructions compel me to tag along with the Germans”. 

This indication of the Swedish government’s amity towards Germany 
accorded with its general policy of seeking support against Russia after 
the breach with Norway; and in this Germany could be of great help, 
while France could do very little. The rivalry between SEB and the 
Handelsbank now spread to the field of foreign affairs, because of their 
different overseas banking connexions. Frenckel had some contacts in 
Paris, but they were more recent than those of K. A. Wallenberg, and by 
March 1907 they were clearly so weak that he invited the co-operation 
of SEB (p. 335). By 2 April a preliminary agreement for the amalgama- 
tion of the consortiums had been achieved. M. M. Warburg & Co. of 
Hamburg, Frenckel’s mainstay in Germany, had already consented, and 
Isak Gliickstadt, who may be said to have served K. A. Wallenberg in 
the same capacity, also agreed immediately, though not without some 
grumbling. Each member of the consortium would now receive smaller 
allocations. Marcus Wallenberg tried, apparently in vain, to persuade 
the French banks to cut down their share. 

At the beginning of June, with a Swedish government loan impend- 
ing, more strenuous efforts were made to achieve a general agreement. 
Frenckel, who had taken over the latest Swedish government loans, 
now confined himself to supporting K. A. Wallenberg in his negotiations 
with the National Debt Commissioners, and particularly in his attempt 
to persuade them to proceed with a loan of 40,000,000 kronor needed 
for railway construction authorised by the Riksdag. The outcome was 
a 342% loan of 65,000,000 francs, to carry 4 % for the first eight 
years. It was taken over firmly, and a good part of the sum was to be 
invested at 4 % until 31 January 1908. For the first time no French 
representative was present in Stockholm to take part in the negotiations, 
as French interests had been satisfied in Paris by K. A. Wallenberg. 

While in Paris K. A. Wallenberg had also secured an agreement for 
SEB with the Crédit Lyonnais and the Banque de Paris on a common 
policy for handling government, mortgage or municipal loans in the 
Northern countries. The two French banks would each be responsible 
for 20 % of any proposed loan, while SEB and any banks it chose as 


1 F, Lindberg in Den svenska utrikespolitikens historia, II: 4, 172 ‘ie 
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associates would handle the remaining 60 %; SEB would receive its 
usual commission of "/s %. The French banks did not make any formal 
agreement with each other; all arrangements were to be made by SEB. 
Of the railway loan SEB allocated 9 % to the Société Générale, 7 % 
to the Banque de l'Union Parisienne and 6.75 % each to Warburg and 
the Handelsbank. SEB, Skandinaviska Kredit AB and the Landmands- 
bank each took 5 %, and there were smaller sharcs for Centralbanken 
for Norge, Privatbanken in Copenhagen, Behrens, the Norddeutsche 
Bank, the Commerz- und Diskontobank and the Paris banker, Albert 
Kahn. SEB surrendered a third of its commission to the Handelsbank, 
which was also allowed to handle the investment of the funds raised. 
SEB’s ordinary working capital derived no benefit from these funds. 
K. A. Wallenberg stated later that the reason for this self-denial was 
Frenckel’s great business ability (p. 538). On this occasion the Han- 
delsbank actually returned to SEB a profit of 95,000 kronor, bringing 
SEB’s recorded profit on the Swedish government loan of 1907 to 
163,000 kronor. The written agreement which regulated co-operation 
between K. A. Wallenberg, Louis Frenckel and M. M. Warburg for a 
period of 10 years has not been found but, according to a statement by 
Wallenberg to Isak Gliickstadt, SEB was given charge of all business 
with Paris, while the Handelsbank and Warburg were to deal with the 
other foreign capital markets. In short, each partner was to use the 
market in which he had the best connexions. 


2. Demands imposed by French commercial policy 


In the summer of 1907 SEB was apparently able to use the French 
market for bond transactions unhampered by Scandinavian competition 
and to draw from it also considerable funds arising from the transfer to 
the international capital market of Norwegian nitrate financial opera- 
tions (p. 499). French reluctance to grant short-term credit caused some 
difficulty, but K. A. Wallenberg attributed this mainly to the placing of 
large sums at a high interest in Germany and America. Nevertheless, 
before the financial crisis of November 1907 SEB had succeeded 
through its foreign contacts in increasing its liquidity considerably. This 
was particularly useful in view of the impending commercial offensive 
to be launched by the French authorities. On 5 August 1907 Bonzon 
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wrote that there was some difficulty in getting the Swedish govern- 
ment loan quoted on the Paris Exchange, but declined to give details 
in a letter. In October the Crédit Lyonnais informed SEB that all repre- 
sentations to the French Ministry of Finance had been in vain, and 
advised them to approach the French Minister in Stockholm, Allizé. 
When K. A. Wallenberg reached Paris early in November the cause 
of the difficulties was made clear to him, namely that the official quoting 
of the government loan on the Paris Exchange was being held up in 
order to secure a reduction of the Swedish duty on imported wine. The 
international financial crisis was now at its height. The Swedish Riks- 
bank needed a large credit to ease its foreign exchange difficulties, and 
the Hypoteksbank needed a prolongation of the credits it had received. 
K. A. Wallenberg proposed a solution for both these requirements but 
the Riksbank rejected his proposals as too expensive. In the end matters 
were arranged for the Riksbank by Frenckel, who had investable funds 
at his disposal as a result of the 1907 government loan. The stiff market 
conditions seemed to K. A. Wallenberg, however, actually to favour 
the launching of a bond loan, and moreover one which would introduce 
the municipality of Stockholm on to the French market. He thought 
that the city of Stockholm would now be more inclined to accept the 
necessity of “subscribing to the taxes” (p. 253) which had previously 
prevented them from borrowing in France, and he also believed that 
municipal loans would be less subject to political pressure than state 
ones. In January 1908 he returned to Paris, with Freenckel. The Stock- 
holm loan, however, was not concluded without intervention from the 
French government. K. A. Wallenberg was obliged, as he wrote, to 
canvass all his “friends outside the banking world in order to block M. 
Allizé’s efforts to prevent the authorisation of the transaction, for he 
would then lose a useful weapon in negotiations with the Swedish 
government. ‘Votre ministre est un rien, il ne compte pas’ is the view 
about our envoy here. Tomorrow morning early I am due for a tussle 
with Caillaux’s first man at the Treasury, at 10 a.m. I have another with 
Allizé, and at four o’clock we leave for London to place the Copenhagen 
loan.” In a postscript he was able to announce that everything was set- 
tled, “if everybody keeps their word. Estier has been immensely helpful 
to me.” In London he and Frenckel succeeded in arranging with Ham- 
bros a big loan for Copenhagen. A smaller loan for the Swedish Hypo- 
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teksbank was placed in Switzerland. K. A. Wallenberg made it quite 
plain to the French that this was the result of their imposing commercial 
conditions upon the loan negotiations. 

Considerations of foreign policy made it difficult to find a substitute 
for the French capital market. Negotiations had been going on for some 
time for a Swedish-Russo-German Entente, but the news had leaked out 
and it transpired that the Russians were anxious to secure the end of the 
veto on the fortification of the Aland islands.2 The Swedish press be- 
came extremely vocal on the subject and provoked an angry reaction 
in the English press and government circles.* The reaction was in fact 
so strong that K. A. Wallenberg set aside for the time being his hopes of 
placing a Finnish government loan in London. Political unrest and a 
total prohibition of the consumption of wines and spirits had made 
the placing of Finnish loans almost impossible in Paris but, as K. A. 
Wallenberg wrote, “Germany is clearly out of the question. There’s 
only Paris left. They haven’t turned us down but I daren’t force the 
point or risk a rebuff. If only prohibition could be repealed — — — the 
biggest obstacle would be overcome. As long as this question is left in 
doubt the French government will refuse to admit the loan to the Paris 
Bourse.” Under these circumstances London was the only possibility 
both for the Swedish and Finnish loans, and in June 1908 K. A. Wallen- 
berg and Frenckel went there. Preliminary arrangements had been 
made with Everhard Hambro, at the latter’s suggestion, following a 
conversation at the conclusion of the Copenhagen loan. The outcome 
was a loan of £ 3,000,000 for the Swedish government. 

K. A. Wallenberg had on several occasions given the French to under- 
stand that their capital market was not the only one available. The loan 
secured in London could obviously be used to support this claim, and 
Marcus Wallenberg was eager to have an article about the new loan 
published in the French newspapers. With this in mind he wrote to Erik 
Sjostedt, a Swedish journalist in Paris, and the latter replied that the aim 
should rather be the opposite, to keep the news out of the Paris papers. 
A tumour had circulated that the London loan was not going at all 
well, and that Hambros had made a mistake by offering the loan 


2 These islands lay near the mouth of the Gulf of Finland and their defense was con- 
sidered essential by the Russian authorities. After the Crimean War Russia was for- 
bidden to fortify them. 


3 F. Lindberg in Den svenska utrikespolitikens historia, I: 4, 212 ff. 
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through the Paris newspapers without an official announcement. This 
procedure was interpreted as an attempt to conceal the fact that the 
loan had not been properly quoted on the Bourse.‘ It was now obvious 
that the Swedish government loan of 1908 could not be used to extract 
recognition for the loan of the previous year. Only 10 per cent of the 
1908 loan was placed during the subscription period, and even before 
the period closed stock was being offered at less than the quoted price. 
Thanks to an easing of conditions by the National Debt Office the con- 
sortium was not obliged to take up its full quota in that year, but the 
amount was transferred to the following year. At the end of 1908 SEB 
had a commitment under this head of 2,178,000 kronor. This was 
reduced to 825,000 kronor in 1909, and by 1911 it was 398,000 kro- 
nor. At this level it halted and then small blocks began to be bought and 
sold until in 1937 the whole transaction was finally closed. 

The lack of success in the placing of the Swedish government loan of 
1908 was a factor to which due attention has not been paid in accounts 
of Sweden’s relaxation of her wine duties in the agreement concluded 
between France and Sweden on 2 December 1908. In this context, the 
French government consented to allow the quotation on the Bourse 
of all securities issued or guaranteed by the Swedish government. K. A. 
Wallenberg took part in the final negotiations in Paris. Here he en- 
countered another aspect of the French determination to take full 
advantage of the capacity of their capital market; this was the attempt 
to combine grants of loans to foreign countries with corresponding 
orders for French industry (p. 499). Norsk Hydro was about to order 
some generators for Rjukan and Moret urged that the French West- 
inghouse company should receive part of the order, partly because Roth- 
schild wished this to occur (p. 555). Marcus Wallenberg, who had gone 
into the Norwegian nitrate transaction mainly because of Asea, was 
naturally very unwilling and played off the German partners against 
the French. K. A. Wallenberg reported that negotiations for the com- 
mercial treaty were going very slowly and that he and Emanuel Nobel 
had had a long talk with Aron at Rothschild’s. They were insistently 
advised “to allow Westinghouse a share of the order since, if France 


4 Sjéstedt was employed by a press consortium led by Helmer Key. Before the Swed- 
ish Foreign Office appointed its own press attachés, agents like Sjéstedt served as un- 
official attachés. 
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does not get a share, a thousand difficulties will be raised when our 
shares and bonds are to be put on the market here. This all fits in with 
the policy they are trying out here now and which they have learned 
from Germany, and we have a striking instance in the negotiations we 
have been carrying on here to get Swedish securities officially quoted. 
It has been hard going, though the King’s visit did have some softening 
effect. We have reached an agreement now, but they have forced down 
our duty on wine from 65 to 34.05 Gre per litre. I suggest an allocation 
of a third of the order each to France, Germany and Sweden.” 


There can have been very little difference of opinion between the 
Wallenberg brothers about the main issue, namely the necessity of 
making concessions in order to continue the use of the French capital 
market. One indication of this was the great effort which Marcus Wal- 
lenberg made, as a member of the commission on urban mortgages, to 
obtain a solution which involved French loans for the new building 
needed to house the rapidly growing Swedish urban population at this 
time of industrial growth. His precedent, as with Knut when working 
for the establishment of the Danish Hypotekbank, was Norges Hypotek- 
bank, which had the advantage of being a state institution. Marcus failed 
to convince the majority of the commission who were anxious that the 
new bank should not merely grant loans to individuals but also to local 
authorities,—which would make its bonds difficult to place in France. 
Marcus put forward his plan in a minority report, on which Moret was 
consulted, and this in fact was the report adopted by the Finance Minis- 
ter, G. Swartz. After K. A. Wallenberg had sounded the experts at the 
Crédit Lyonnais, he was authorised by the government in February 1909 
to negotiate with the French tax authorities. Before these negotiations 
produced definite results, the government brought the matter before the 
Riksdag. The bill to found Konungariket Sveriges Stadshypotekskassa 
closely followed Marcus Wallenberg’s report. By the end of April a 
satisfactory decision from the French authorities had apparently been 
received and in May the government bill passed through the Riksdag 
unopposed and practically without amendments. 

SEB had long been urging a reorganisation of the mortgage system 
to allow it to meet the requirements of the French capital market, and 
this had now been brought about even in Sweden (p. 329). SEB was also 
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responsible for launching the new institution’s first bond loan in January 
1910. The loan, amounting to 60,480,000 kronor in 3 */2 % bonds, was 
as usual placed immediately and provided a profit of 1.1 % for the 
consortium; together with commission SEB gained a profit of 81,000 
kronor. 

This loan was concluded shortly after a serious breach in the con- 
sortium had been repaired by K. A. Wallenberg, who built it up anew 
under his own leadership. The difficulty arose in the first place out of 
Kielland-Torkildsen’s ambitions to deal directly with Paris, though the 
Danes were also showing similar tendencies. During the winter of 1907 
Kielland-Torkildsen had been allowed to handle the negotiations in 
Kristiania for a loan to Norges Hypotekbank, while K. A. Wallenberg 
dealt with Paris. This loan ran into the same problem of securing quota- 
tion on the Paris Bourse as occurred with the Swedish government loan 
the same year: the Norwegian loan made little headway until the 
Norwegian Government concluded an agreement with France in January 
1909 regulating the duties on wine and spirits.> Kielland-Torkildsen’s 
adherence to the Wallenberg—Frenckel consortium does not seem to 
have prevented him from competing independently. In any case Frenc- 
kel and Warburg complained and negotiations took place with the result 
that the Centralbank was allotted an extra 4 % share in Norwegian 
loans. This involved acceptance of a principle urged by K. A. Wallen- 
berg even before the agreement with Frenckel in 1907, namely that 
banks in the borrowing country should have a larger allocation. In the 
winter of 1909 he declined to deal firmly with Kielland-Torkildsen, as 
Gliickstadt urged, allowing him instead to handle the negotiations 
with Paris. But K. A. Wallenberg was not left out of the proceedings 
and he acted as an advisor to Paris; the Crédit Lyonnais maintained a 
lively correspondence with him by letter and telegram, and SEB and the 
Handelsbank continued to receive the negotiation commission. On the 
Danish side it may be noted that in May 1909, the Minister of Finance, 
with P. O. A. Andersen, the head of the National Debt Office, went to 
London to explore the possibilities for a government loan; Andersen 
later went on to Paris and the Crédit Lyonnais on the same errand. 

It was clearly as a consequence of the direct contacts with Paris 
established by the Danes and the Norwegians that the Crédit Lyonnais 


5 A. Kaartvedt, Norges Hypotekbank, pp. 327 f. 
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ended the co-operation agreement in a letter dated 8 June 1909. The 
exact terms can only be surmised from K. A. Wallenberg’s reply in 
which he began by saying that it was hardly a surprise. The tendency in 
the Northern countries for governments and other borrowers as well as 
banks to negotiate directly was becoming quite apparent. A number of 
banks had raised a protest against the tendency of their governments to 
deal directly with foreign banks. He promised, however, to disengage 
himself from the consortium. 

As a result K. A. Wallenberg was an outsider when offers were in- 
vited for a Danish government loan in July 1909. Emil Gliickstadt was 
the Danish representative for the Crédit Lyonnais and the Banque de 
Paris, represented also by Bonzon and Finaly. As things turned out they 
found themselves defeated by two smaller French banks. Emil Gliick- 
stadt blamed the Crédit Lyonnais who had also annoyed him by writing 
discourteously about another matter. It may have been with a certain 
avuncular satisfaction that K. A. Wallenberg suggested that Gliickstadt 
might have misunderstood the letter, and later, when he had seen it, he 
wrote that Gliickstadt ought not to have “rapped them on the knuckles. 
May I offer you one piece of advice. Always make your letters to them 
as short as possible. It is better for them to feel that they must find out 
more than they have been told, than for them not to read what you have 
written. They should run after you, not away from you. Endless patience 
is what you need, but also a certain amount of authority. The Crédit 
Lyonnais are not as easy to deal with as some people think, but if you 
make yourself indispensable it will work—for a while.” 

The result of the Danish loan inevitably strengthened K. A. Wallen- 
berg’s position. After a rather unsatisfactory preliminary agreement in 
Paris in October, he managed to achieve a final agreement on 11 Decem- 
ber 1909. The Crédit Lyonnais, the Banque de Paris, the Société Générale 
and the Comptoir d’Escompte were to share a 70 % allocation, and the 
consortium was also to include Warburg, the Landmandsbank, the Han- 
delsbank and SEB. The agreement also dealt with transactions in muni- 
cipal bills of exchange which had in the previous years become more 
common. SEB retained its right to a negotiation commission which had 
been questioned. That K. A. Wallenberg had more or less regained his 
position may be deduced from the fact that the Centralbank was ex- 
cluded from the agreement. Kielland-Torkildsen had in fact to go to 
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K. A. Wallenberg and ask to be allowed to participate. He was allocated 
a share on the same terms as the other non-French banks, but Wallen- 
berg took care to point out the clause in the agreement which made 
himself the sole representative of the French banks in the Northern 
countries, with the right to carry out negotiations with borrowers on 
their behalf, either on his own account or through agents. However, 
Wallenberg invited him to handle transcations in Norway, though all 
dealings with Paris were to go through himself. 

The new agreement was not easily put into practice. K. A. Wallen- 
berg was not able to persuade the Crédit Lyonnais to produce a com- 
petitive bid for a new loan for Copenhagen, the loan in fact being 
secured by a consortium consisting evidently of Frenckel’s German 
group plus Hambros. The Landmandsbank had also taken part on be- 
half of an English consortium. It was not surprising that K. A. Wallen- 
berg complained about the discipline within the consortium. “Both 
Warburg and Frenckel”, he wrote to Marcus, “are just confounded 
pirates, and Emil Gliickstadt is tarred with the same brush, but then 
they all blame each other.” 

It had become more and more difficult either to win a hearing in 
Paris or to hold together a bond consortium. Nor was K. A. Wallen- 
berg able to rely on Emil Gliickstadt as much as he had once been able 
to rely on his father in such matters, and Emil was now taking over the 
leadership of the firm. In June 1910, when Isak died unexpectedly, 
Emil became the head of the Landmandsbank in name as well as in 
fact.° This must have seemed to K. A. Wallenberg an additional reason 
for introducing a more rigid type of organisation for a consortium de- 
signed to secure foreign capital through Scandinavian co-operation. 
There were also other methods of borrowing besides that of bond loans 
which were strictly supervised by the French government. 


3. Scandinavian banks in Paris and London 


From 1907 onwards a new type of transaction appears in the accounts 
and files of SEB. It concerns municipal bills of exchange. Recourse to 
this method of borrowing was frequent in waiting periods when the 
market was unsuitable for the launching of a bond loan. The books of 


6 J. V. Schovelin, Landmandsbanken, pp. 407 ff. 
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SEB have been investigated following the same principles laid down for 
the study of bond loans (p. 64), and the findings are shown in Table 
XXII. 


XXII. MUNICIPAL BILLS OF EXCHANGE 1907—1914 
In thousands of kronor 


Year Bought Balance Year Bought Balance 
PPS Rie ON SaaS UN BRL EERE) ROL ore AR SEO Et ae PE 
1907 4,219 185. 1911 4,109 — 

08 11,482 — 12 7,926 — 

09 2,443 2,146 13 4,970 — 

10 1,228 — 14 2,678 — 


It is clear that it was exceptional for bills of exchange to appear in 
the SEB portfolio at the turn of a year. The bank’s correspondence shows 
that such bills were discounted in order to be rediscounted abroad, par- 
ticularly in Paris. The dealings were usually carried out by the Scan- 
dinavian and German members of the bond loan consortiums in the 
apparent hope of overcoming the obstacles to bond placings raised by 
the French taxation regulations and by French commercial policy. The 
high figures shown in 1908 must be related to the political ban on the 
quoting of Swedish bonds in Paris. It was stressed in contemporary let- 
ters, however, that this business had the serious disadvantage of not 
suiting the bank’s main contacts in Paris. In August 1907 for instance 
K. A. Wallenberg wrote to Moret to ask why the Banque de Union 
Parisienne was able to defeat them in the matter of the Stockholm bills, 
and received the reply that it was because this bank had wealthy people 
on its board with firms of their own. The bills were not placed with the 
general public but with these individuals who regarded such bills as safe 
and reasonably profitable transactions. The Crédit Lyonnais possessed 
no such opportunities, while the Banque de Paris admittedly had “une 
‘table’ trés-riche, mais celle-ci n’accepte en ce moment que des place- 
ments trés-avantageux.” 

Under the circumstances it was hardly to be expected that the Crédit 
Lyonnais and the Banque de Paris were able to handle, at low enough 
cost, transactions which became increasingly important in the years 
before the war, namely the use of commercial bills as security for short- 
term foreign loans, or what was known as “bill pensioning”. This had 
become another way of evading the restrictions imposed by the French 
authorities. The need for foreign connexions of a new character, and 
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the inability of the Scandinavian countries to agree on a joint approach 
for the placing of bond loans, made it desirable to set up joint banks in 
foreign financial centres. 

The first mention in SEB’s records of any such plan was in Novem- 
ber 1910; the Wallenberg brothers and Frenckel discussed the matter 
during the same visit to Paris in the course of which they apparently 
also discussed the amalgamation of their banks (p. 507). It was K. A. 
Wallenberg who carried the project through, Marcus being rather 
doubtful and fearing that it might estrange their old friends in Paris. 
Knut, however, was confident that he could achieve his aim without 
such consequences. 

Immediately after the successful conclusion of negotiations to found 
the Banque des Pays du Nord, K. A. Wallenberg wrote down a detailed 
account of the agreement. The bank was to be a purely French affair 
with a capital of 25,000,000 francs, of which France was to provide 
10,000,000 with the rest equally divided between Sweden, Denmark 
and Norway. The Landmandsbank and K. A. Wallenberg made them- 
selves responsible for the Danish and Swedish subscriptions as well as 
for any part of the Norwegian allocation that might be under-subscribed. 
The bank was to be headed by a Frenchman and he would have one 
Danish and one Swedish deputy. In the spring of 1910 he had reached 
an agreement with Isak and Emil Gliickstadt that they should try to 
get the support of the Danish Consul-General in Paris, E. Hoshier, 
and of C. J. Hambro & Son in London, but the death of Isak Gliick- 
stadt had interrupted negotiations. About this time a number of German 
banking firms began to strengthen their representation in Paris, and 
Behrens invited Henri Estier of the Est Asiatique Frangais to join the 
board of a bank they were planning to set up. Estier informed K. A. 
Wallenberg and Emil Gliickstadt of this approach and they advised him 
to reject it, inviting him instead to help them to set up a Scandinavian 
bank in Paris. Gliickstadt and his bank chairman, Admiral Richelieu, 
went to Paris and persuaded Hoshier to promise to join the board. 
They then visited London, accompanied by K. A. Wallenberg, where 
they succeeded in gaining Hambros’ support. Meanwhile at the sugges- 
tion of Wallenberg, Estier had sounded a number of people including 
the French Minister of Finance, M. Klotz. The latter was on the whole 
very favourably inclined, though on the express condition that there 
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should be no German members of the board. After his return to Paris 
K. A. Wallenberg together with Estier visited the Banque de France 
where the latter had long been highly regarded, and received assurances 
of goodwill and support. Wallenberg later persuaded his old friend the 
Norwegian Consul-General Auguste Pellerin to join the board. He then 
turned to the quarters from which direct opposition might be expected, 
namely the Banque de Paris and the Crédit Lyonnais. He visited the 
former first, explaining what had happened and offering them a place 
on the board. He met “no opposition whatever. D[emachy] and T[uret- 
tini] felt that some institution of this kind was inevitable sooner or later. 
Far better that we should take charge of it. The news that the plan had 
been approved by the Minister of Finance and the Banque de France 
clearly made a deep and useful impression.” At the Crédit Lyonnais he 
was received by the Vice-President, E. Fabre Luce, “who received the 
news with the same goodwill and gratitude”. It was arranged that Gliick- 
stadt, who was about to visit Kristiania, should inform Kielland-Tor- 
kildsen and invite him to join in; other Scandinavian banks should not 
be informed until this had been done. 

The new bank was based on the good connexions of SEB and the 
Landmandsbank with Paris and London. K. A. Wallenberg was anxious 
to keep matters quiet, at least until the Crédit Lyonnais had given a 
definite answer. He wanted to confront Frenckel with a fait accompli, 
though Kielland-Torkildsen would have to be handled more carefully. 
On this point Marcus Wallenberg thought otherwise. He reminded Knut 
of Kielland-Torkildsen’s tendency to by-pass SEB and said he failed to 
understand why the Norwegians should “have an equal share with Den- 
mark and Sweden”. K. A. Wallenberg regarded this point as unimpor- 
tant in itself but as having some weight in affecting Swedish public 
opinion. “The sore point at home,” he wrote, “will naturally be the 
association with Denmark and Norway, but people ought to be able to 
see where the initiative and the leadership are.” As before, it is interest- 
ing to note his persistent efforts to adjust the conflicting interests of the 
Scandinavian partners for common action outside, in the conviction that 
he himself, and Sweden as a whole, would have the effective leadership. 


The Banque des Pays du Nord was founded in February 1911. Much 
less is found in SEB’s records about the founding in January 1912 of the 
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British Bank of Northern Commerce, probably because K. A. Wallen- 
berg had much less to do with it. In any case SEB’s London connexions 
were not so well developed as those with Paris. Here the Landmands- 
bank played a bigger part. The question seems to have come to the fore 
in November 1911 when K. A. Wallenberg wrote from Paris and asked 
Marcus’s and Nachmanson’s views “on the creation of an English bank 
a nous”. He considered that, “now we have an excellent opportunity, 
which we perhaps ought not to miss”. He was probably referring to dis- 
cussions he had just had with Hambros in which the cessation of co- 
operation with the Warburg-Frenckel consortium had been mooted, 
together with the alternative possibility of co-operation with Sir Edward 
Holden of the London City and Midland Bank. Holden was one of the 
leading figures in the establishment of the new bank, though he did not 
join its board. The Chairman was Earl Grey, whose principal aim, 
according to K. A. Wallenberg, was “to build up intimate connexions 
with influential people in Paris and St. Petersburg, etc.” In fact not only 
the Banque de Paris but also the Banque de Commerce de |’Azoff-Don 
became shareholding partners in both the English bank and the Banque 
des Pays du Nord. To Harald Bendixson, his main Swedish contact in 
London in this matter, K. A. Wallenberg maintained that there was no 
danger that “they would be ‘ruled’ [sic] by either one or the other of the 
non-Scandinavian partners. The majority lies on this side of the North 
Sea.” 

The Scandinavian bank in England does not seem to have been a 
consequence of SEB’s earlier attempts to obtain capital abroad to the 
same extent as the Paris bank. It was more a consequence of the co- 
operation with the Landmandsbank but it also provided SEB with better 
connexions in London. It cannot have been pure coincidence that rela- 
tions with English financial circles which had been notably weak before 
should grow stronger just when the French began to show less inclina- 
tion and ability to furnish the Scandinavian countries with the capital 
they required. 


4. Government borrowing in the shadow of world war 


In the first six months of 1911 new attempts were made to hold together 
the Scandinavian bond consortium. K. A. Wallenberg was notably 
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ready to make concessions, but Warburg and Frenckel refused to accept 
proposals put forward by Gliickstadt, Kielland-Torkildsen and Wallen- 
berg. In view of the fact that each felt himself entitled to act inde- 
pendently they saw no point in an agreement. As a result the foreign 
borrowing of the various Scandinavian countries developed along dif- 
ferent lines, the Swedes.and the Norwegians in particular diverging 
quite considerably. After 1909. Norges Hypotekbank entirely failed, 
despite repeated attempts, to place any more loans in Paris. The Arbei- 
derbruk- og Boligbank, which was closely connected with it, raised a 
loan in London in 1910, and in 1912 a Hypotekbank loan was success- 
fully placed in Germany. The banks which took over the loan, however, 
found it very difficult to dispose of the bonds. In 1914, to facilitate 
placing in London, arrangements were made to secure a state guarantee 
for the loan, despite the consequence that the bonds would now run the 
risk of liability for taxation in France. This was a definite step away 
from the orientation towards France which had been the order of the 
day since 1899." In May 1911 the Norwegian government took up a 
4 % loan in which SEB received a minor allocation through a consor- 
tium led by Hambros. But, as K. A. Wallenberg wrote to Gliickstadt, 
“the Norwegian loan has gone as usual. The underwriters will have to 
pay out 81 %.” SEB for its part was glad to be able to dispose of its 
allocation through Hambros at only a small loss. A 4 % Danish loan 
taken by Warburg and Hambros in 1912 went somewhat better. 
Swedish government loans could still be based on France, however, 
and co-operation between SEB and the Handelsbank for this purpose was 
maintained. In June 1911 there was a demand for about 100,000,000 
francs for the Trollhatte canal, the construction of railways and the 
development of the waterfalls at Porjus and Alvkarleby. K. A. Wallen- 
berg and Frenckel went to Paris and succeeded in persuading the Crédit 
Lyonnais to pay a price of 93 for 31/2 % bonds carrying 4 % for the 
first fifteen years. What London could be expected to bid could be 
deduced from the newly concluded Norwegian loan. As this loan, which 
involved an effective interest of 4.18 %, had failed, it was necessary, 
as K. A. Wallenberg wrote to the National Debt Commissioners, to find 
a type of loan comparable to earlier Swedish loans, “which would be 
at least as cheap as the Norwegian loan and which, last but not least, 


7 A. Kaartvedt, Norges Hypotekbank, pp. 328 ff. 
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could be successfully launched.” These requirements were met by a 
tender from his French group, for an amortisation loan with an effective 
interest rate of 4.09 %. Skandinaviska Kredit AB also put in a tender, 
of which the effective interest was to be 4.16 %, but which met the 
Commissioners’ wish to retain the system of government loans with- 
out fixed maturity. It was decided to accept the French tender on condi- 
tion that it was such a loan, and that the whole of it was firmly taken 
over by the consortium. 

K. A. Wallenberg sent a telegram to Bonzon with the details of the 
Commissioners’ requirements, asking for a reply by the following day. 
Bonzon, however, refused to take over firmly more than 50,000,000 or 
60,000,000 francs, and repeated an earlier request for specially favour- 
able terms for the French banks. In order to persuade the Commis- 
sioners to make concessions, K. A. Wallenberg clearly made much play 
of the French objection to a loan without fixed maturity and secured 
their preliminary consent to a figure of 60,000,000 francs to be taken 
over firmly, with an option on 40,000,000 francs. The French demand 
for special terms was met by an offer of half the profits resulting from 
the use of investable funds. On this basis a final agreement was con- 
cluded. The investment transactions and the transfer of the money were 
handled by the Handelsbank and brought in a profit of 30,000 kronor, 
of which half went to the Crédit Lyonnais. 

For the first time the profits on investment and transfer which had 
hitherto been the perquisite of the Scandinavian and the German banks 
were used to attract the French to a particular piece of business. By the 
time the question of the option came up Frenckel was dead. At the 
same time the trouble in Morocco resulted in great tension, particularly 
on the French money market. SEB was anxious to secure investable 
funds, especially to participate in buying out the German interest in 
Norwegian nitrate (p. 566). The Wallenberg brothers, however, were 
anxious not to appear to be forcing the pace, lest they should receive a 
direct rebuff in Paris. At the end of October 1911 Marcus was reluctant 
to agree to Bonzon’s wish to reduce the take-over price by */2 %. He 
said he could not persuade the Commissioners to make any concessions 
which might lead to criticism in the new Second Chamber elected that 
autumn in which the left-wing parties had greatly increased their 
strength. After a conference with Cavalli, the chairman of the Commis- 
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sioners, K. A. Wallenberg suggested some amendments based on current 
possibilities of profit from the foreign exchange transfer operation. Then 
in November on his usual trip to Paris he was told by Bonzon that the 
option could not possibly be taken over at 93. “To which I replied,” 
reported Knut, “that on the Swedish side we are in no hurry about the 
sale, and that the option was still open for another two and a half 
months.” It was not until he had had a conversation on the following 
day with the chairman of the board of the Crédit Lyonnais, E. Be- 
thenod, and his deputy, E. Fabre Luce, that he made a counter-proposal. 
To this he demanded a reply from the French by 13 November, “be- 
cause on the 14th the President of the National Debt Office is going 
away and with him goes any chance of making anything on the exchange 
rate and the investable funds.” The consortium was to have three quar- 
ters and SEB one quarter of the interest profit. In spite of a telegram 
from Frisk about falling interest rates in Berlin, K. A. Wallenberg be- 
lieved that it would be possible to earn the anticipated rate, partly 
through a transaction involving Danish Treasury bills. Both parties 
accepted, and Cavalli wrote to K. A. Wallenberg expressing his appre- 
ciation of his skill and his services to his country, in a tone strongly 
contrasting with his suspicions six years earlier at the time of the breach 
with Norway and the armament loan, when Frenckel had had all his 
confidence. This changed attitude on the part of the Debt Commis- 
sioners, as well as Frenckel’s death, led to SEB’s being entrusted with 
the task of arranging the investment of the funds raised.® 

The success of the transaction was in no small measure due to the 
interest obtained on the invested funds. This was better than had been 
expected and from this 1911 government loan SEB earned more than 
147,000 kronor. The Handelsbank took an equal share with SEB, at 
least in the first issue, in which Warburg, the Landmandsbank and the 
Centralbank received allocations. The transaction shows how the in- 
creased pressure to borrow money in Paris put a premium both on 
general business capability and on the ability to make bond dealing 
attractive to French banks by showing them the profit to be gained 
through short-term investment and foreign exchange transactions. 


8 As a result of complaints by Frisk KAW wrote, “That Frenckel in his day was 
allowed to handle the placing was a concession by us and, if you wish it, a recognition 
of his great ability, but from now on there is no reason why we should relinquish 
anything that belongs to us.” KAW to MW 17/11 1911. 
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Co-operation with the Handelsbank and its German consortium had 
been so dependent on Louis Frenckel’s personality that his death was 
bound to make it seem less worth striving for. Also the growing tension 
between the great powers made co-operation with German financiers 
more difficult for people whose primary interest was in the French or 
the English capital markets. K. A. Wallenberg was now to spend much 
of his time in the negotiations which preceded the foundation of the 
British Bank of Northern Commerce, and in fostering new contacts with 
British financiers. He was strongly inclined, along with Hambros, to 
break with Max Warburg. “The fellow,” he wrote from Paris, “will have 
to be — — — kept on the mat, or life will become impossible. He is always 
dropping in here at the Crédit Lyonnais about our joint loan business, 
though according to our agreement I have the exclusive right of entry 
there. But he seems — — — to be greatly annoyed by my appearance in 
London with Gliickstadt. Because of his nationality people are at present 
not particularly pleased to see him either here or in London.” Marcus 
Wallenberg, Printzsk6ld and Nachmanson felt, however, that this was 
not the moment for a breach with the Handelsbank, which was about to 
acquire Arvid Lindman, the retiring Prime Minister, as its chairman 
of the board. Above all there was a plan afoot for reducing SEB’s Kop- 
parberg-Hofors commitments and this required the help or at least the 
neutrality of the Handelsbank’s managing director, Frisk (p. 593). An 
approach was therefore made for a new agreement with Warburg and 
the Handelsbank and this was ready in May 1912. Business in France 
was to be conducted by SEB, in England by whichever partner seemed 
at the moment most appropriate, and in Germany, Belgium, Holland, 
Switzerland and America by Warburg.® For the first time the formal 
agreement recognised SEB’s right to represent the consortium in Lon- 
don for Swedish loans. 

In the autumn of 1912 conditions on the international money market 
became extremely tight, largely as a result of the Balkan war, and con- 
tinued so all through 1913. When K. A. Wallenberg visited Paris in 
November 1912 he reported that legislation had been proposed con- 
® It was only at Gliickstadt’s request that KAW agreed to participate when the Crédit 
Lyonnais was persuaded in the summer of 1912 to place a small loan for the Danish 
Hypotekbank. SEB received the negotiation commission half of which went to the Han- 


delsbank and Warburg. In order to secure French co-operation the Scandinavian banks 
had to provide special guarantees. 
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cerning “the duties of an issuing house pour saufgarder le petit épargneur 
en France. If these proposals become law it will be ten times more dif- 
ficult to send out a prospectus in France than it is now in Germany. 
Estier, who knows everything, told me today that Klotz has summoned 
les présidents des grands établissements and told them that he was 
not proposing to embark on any argument or discussion but that he 
wanted them to know that the government wantec their institutions to 
support la rente francaise. It is generally held that failure to do so will 
be penalised by means of some restrictive bill.” In December he regarded 
conditions as exceptionally depressed, not least in Paris where in govern- 
ment circles the future was considered dark and uncertain. The situation 
was not much better in January 1913, when Marcus Wallenberg went 
there to explore the possibilities of a loan of 100,000,000 francs for 
Sveriges Stadshypotekskassa. Later a proposed Swedish government 
loan interrupted his efforts. The immediate need was for 50,000,000 
francs, but if the calculated requirements of 1914 and 1915 were taken 
into account the figure would be 75,000,000 to 90,000,000 francs. 
K. A. Wallenberg went to Paris on this matter in February and again 
in April, but no acceptable offer was made. 

On 29 May 1913 the National Debt Commissioners decided that, 
even though the time was not favourable and conditions were likely to 
be hard, K. A. Wallenberg and Frisk should be authorised to try to 
place a government loan. In Cologne they met Warburg who strongly 
advised them not to turn to London. On their very first day in Paris 
they had to abandon the idea of a 4 % loan and aim at one of 41/2 %. 
Nevertheless the Crédit Lyonnais would not accept a price higher than 
93/2 % and stipulated that only one third of a 100,000,000 francs loan 
was to be taken over firmly, while the rest was to be held on option 
until the following February. Speaking of the negotiations later K. A. 
Wallenberg said that “they reminded me of nothing so much as catching 
an eel with bare hands.” When the Debt Commissioners discussed this 
tender on 4 June 1913 Cavalli was able to report that the French Min- 
ister had visited him with certain requirements to be met if the bonds 
were to be quoted in Paris. It was requested that AB Géteborgssystemet 
should not be allowed to sell as French Cognac a liquid which consisted 
principally of Swedish aquavitae, and that French citizens should be 
allowed to become directors of Swedish companies. In the circumstances 
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it seemed wisest to grasp the loan which was within reach. It was also 
argued that domestic financing would make it more difficult for other 
borrowers, and that it would be hardly possible to borrow abroad again 
until 1914. The conditions were accepted with only minor modifica- 
tions. One new point was that the French originally promised to place 
only 22,600,000 francs; in fact the Swedish group was now made 
responsible for all the remainder of the firmly accepted 34,000,000 
francs. The issue price was not to be lower in Sweden than in France. 

There was now less difference between conditions in the French and 
the Swedish markets. This loan, with an effective interest rate of 4.81 % 
as against 4.01 in 1911, was the Swedish government’s most expensive 
since 1878.*° It now proved necessary to raise on the home market the 
funds needed for the Stadshypotekskassa, which had been constituted 
only a few years earlier on lines intended to facilitate borrowing on the 
French market. A consortium of six Swedish banks under the leadership 
of SEB took over a 5 % bond loan for 20,000,000 kronor at 9914/2 and 
quickly succeeded in placing it at 1004/2. 

In spite of the provisions of the contract no part of the 1913 Swedish 
government loan was placed in Sweden, and SEB flatly refused to 
place any of the 66,000,000 francs which the consortium had on option. 
It was expected that the Crédit Lyonnais would place them alone, but 
the latter were annoyed by the fact that M. M. Warburg & Co. had signed 
the loan contract, as they were entitled to do as a member of the con- 
sortium. Together with certain tendentious press reports from Germany, 
this was supposed to have caused great difficulties and to have been the 
main reason for the postponement until November of the authorisation 
by the government of the quotation of the bonds on the Bourse. 

K. A. Wallenberg’s letter of 6 January 1914, from a France which 
was using its financial strength for political ends, is very revealing. The 
Bourse he found uncomfortable and uncertain. “The banks,” he wrote, 
“are full of Brazilian, Balkan and Turkish papers.” The only loan issues 
which were not held up owing to a proposal for increased taxes were 
one of 350,000,000 francs for Serbia and one of 500,000,000 for Rus- 
sia. The market’s capacity was great, however, and by the end of Janu- 
ary there had been a sudden change for the better, marked by a rapid 


10 K. Hildebrand, Riksgdldskontoret, p. 172. 
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fall in interest rates. The Crédit Lyonnais refused to take up its option, 
however, until permission to quote the bonds had been received. K. A. 
Wallenberg was able to persuade Estier to work for this, but he failed 
to prevent Max Warburg from calling on the Crédit Lyonnais with the 
same request. On 14 February came the news by telegram that the 
Crédit Lyonnais had taken up its option. In order to get the permission 
for the bonds to be quoted it had been necessary to promise the French 
government to be particularly discreet, in view of the forthcoming elec- 
tions. The Chambre des Députés was opposed to any foreign lending 
and it was desirable for SEB to avoid all publicity in Sweden and above 
all in Germany.” 

Three days later K. A. Wallenberg was appointed Foreign Minister 
of Sweden. The loan he had just secured was to be of greater signifi- 
cance than anyone could then imagine. It may be said to have marked 
the end of an epoch of large scale Swedish foreign borrowing which 
helped to transform the country into an industrial community. A study 
of K. A. Wallenberg’s activities in this field reveals, alongside his con- 
stant efforts to keep business going and his adaptability to changing 
circumstances, certain clearly discernible policies. His main connexions 
were with France and not till the last years did he turn to England in 
earnest for money, while his connexions with Germany were always 
weak or secondary. Above all he strove to give his work a Scandinavian 
character. In these respects the years before 1914 confronted him with 
increasing difficulties as nationalistic feelings grew stronger. Political 
influences began to determine the international movements of capital, 
and every country wished to arrange its foreign contacts for itself. All 
these considerations must have made it easier for K. A. Wallenberg to 
give up the work he had been doing so long and so successfully. 


11 “At Knut’s request Warburg has been informed that he is not to visit the Crédit 
Lyonnais on our account. I am pretty certain all the same that the little man is out 
and about in France and England trying to sell 1913 Swedish government bonds like 
a commercial traveller.” J. Nachmanson to MW 5/2 1914. 
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COMMITMENTS IN NORWEGIAN INDUSTRY 


1. Government hostility to capitalists 


Complete rights of ownership and an adequate supply of capital were 
essential for the industrial exploitation of Norwegian water power. The 
existing system was one of pure private enterprise. The foundation of 
Norsk Hydro was followed by a great deal of speculation in waterfalls 
which caused much uneasiness in Norway and brought about legislation 
forbidding foreigners to acquire waterfalls and timber- or ore-bearing 
land. The most oppressive of the laws were only temporary, however, 
and it was by no means certain that the policy would be continued. 
Nevertheless legislation about waterfalls increasingly became a political 
matter and remained a central problem for the next few years. 

One cause for dispute was an agreement concluded by the govern- 
ment with Eyde that the state should acquire the waterfalls of his group 
after 80 years; in return he was granted freedom to develop the falls anda 
state guarantee of a bond loan of 18,000,000 kronor (p. 443). This agree- 
ment was published and laid before the Storting in October 1906. It was 
welcomed by the right-wing members, but the left-wing newspaper, Dag- 
bladet, significantly published a very critical series of articles entitled 
“Waterfall Gifts—The State’s ‘Advantages’.” The articles were in part 
directed at Eyde personally; the suspicions were summarised in the motto 
Timeo danaos et dona ferentes. Compared with the advantages for the 
foreign owners of the waterfalls, the risks borne by the state as 
guarantor of the bond loan bore no proper relation to the value of 
the property to be acquired by the state in 80 years’ time; by then it 
might be quite worthless. The Storting considered the whole question to 
be important enough to be referred to a special Committee under the 
chairmanship of Gunnar Knudsen. Without reference to the govern- 
ment, whose position had been considerably weakened by the successes 
of the left-wing parties in the elections of 1906, Knudsen began dis- 
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cussions with Eyde.! Opposition to the government now reached to its 
proposals for the waterfalls, and was not willing to stop at the restric- 
tion of foreign transactions. A left-wing policy was also emerging which 
was directed with equal force against Norwegian promoters. The leader 
of the movement was Johan Castberg who first expressed his ideas in 
the Storting on 9 April 1906 when he launched a violent attack on G. 
Seztren (p. 412) for his private dealings in waterfalls. He claimed that 
the interests of the community as represented by the state were directly 
opposed to those of private individuals, and that private individuals 
should not have complete freedom to exploit the nation’s resources of 
waterpower. A two-day debate was held in December in which the 
government was severely attacked. The opposition alleged that the pub- 
lic interests had not been adequately safeguarded when the concession 
was granted for the storage-capacity regulation of Lake Mjésa. The fact 
that the question was now referred to a Committee implied defeat for 
the government and success for Castberg. 

The handling of the Mjésa question in the Storting must have made 
it a political necessity, at any rate for left-wing politicians, to take a 
stronger attitude towards the exploitation of waterfalls by private indi- 
viduals. Gunnar Knudsen had originally been a friend of Eyde’s. It was 
at his home that Eyde had met Birkeland. Also, Knudsen had been 
appointed an auditor on the foundation of Norsk Hydro, though he 
never seems to have acted as one. Nevertheless as chairman of the com- 
mittee on waterfalls he took the view that the public interest had not 
been adequately considered. During the discussions in January 1907 
no agreement could be reached, though Eyde delayed his departure so 
long that he arrived late for a conference in Paris to arrange the financ- 
ing of Rjukan. Eyde had in fact looked to his agreement with the govern- 
ment to provide him with a good deal of the finance he needed for 
Rjukan (p. 444). Now, state support was no longer required and Eyde 
did not resume his discussions with Knudsen, but instead on 7 March 
withdrew his offer for the sale of the waterfalls. He said he was prepared 
to resume negotiations but would no longer ask for a loan guarantee 
from the state. Eyde pointed out as an important consideration that his 
companies still possessed the full ownership rights of the waterfalls. A 


1 Dagbladet 16/10, 18/10, 23/10 1906. Storting Papers 1906/07. W. Keilhau, Det norske 
—--i var egen tid, pp. 115 ff. 
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report of the Committee averred that Eyde had accepted in the main 
the proposals put forward by Knudsen, but Eyde denied this absolutely 
in a public statement. The proposal which Eyde rejected was carried 
by a bare majority of the Committee—whose members had at first been 
relatively well-disposed. Eyde had given them to understand that he no 
longer needed a state guarantee and that the companies’ ownership rights 
would preserve them from state intervention. The Committee suggested, 
however, that the law could be amended in ways to overcome this dif- 
ficulty; Eyde’s own proposals had indicated some of these ways. The 
state ought to obtain the rights to buy up electrical installations, to 
control transport building to the harbours and to levy a tax on water 
power; control might also be required over electricity power lines. 

Gunnar Knudsen undoubtedly emerged from his work on the Com- 
mittee, as Keilhau has pointed out, bitterly disappointed with the results 
of his well-meant efforts. He and his supporters now became suspicious 
of all big industrial concerns. From a different point of view, some 
people on the right also began to find ammunition in Eyde’s proposals 
with which to attack the waterfall industry. Michelsen, for instance, 
proposed in the Storting in April 1907 that a concession should only be 
granted in return for an undertaking that the whole installation be 
handed over to the state after 75 years without compensation. Other 
conditions protecting the national interest should also be met, and 
Michelsen expressed himself as firmly opposed to Norwegian industria- 
lisation.” On several subsequent occasions the waterfall industry was 
dragged into Storting debates, as for example in connexion with the 
regulation measures taken at Lake Tinnsjé by Norsk Hydro. In June 
1907 legislation was passed to prevent any railway building without the 
consent of the government, even when the line was wholly on land 
owned by private persons. In July Castberg forced through a similar 
measure to apply to all larger water control undertakings, recommend- 
ing that such projects should be submitted for the approval of the 
Storting. 

By the spring of 1907 it appeared that Norwegian politicians were 
strongly inclined to intervene against the development of waterfalls by 
private concerns. Marcus Wallenberg expressed more concern about 
the situation than he had done a year earlier. He told Moret that in 


2 W. Keilhau, Det norske -—-i var egen tid, pp. 118 ff. 
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certain instances they had succeeded in anticipating the new laws. The 
government had so far supported them, but was now afraid of the Stor- 
ting. When the Storting passed the law regulating storage-capacity and 
next day granted a concession for the Rjukan line, he commented in a 
letter to his brother Axel “Win or lose, I have so far always fallen on 
my feet like a cat.” 

To the earlier risks of a Norwegian commitment there were thus now 
added others of a political nature. It was therefore of particular concern 
that Michelsen resigned his Premiership in the autumn of 1907. In Janu- 
ary 1908 left-wing members united under Knudsen’s leadership, taking 
a highly critical attitude towards the earlier non-interventionist policies. 
In March 1909 Gunnar Knudsen formed a left-wing government: Cast- 
berg became Minister of Justice and was reponsible for the definitive 
law about waterfall development which was passed that year by the 
Storting. Permission was required before companies and foreign private 
individuals might acquire waterfalls. After a period of 60 to 80 years 
both waterfalls and power stations were to revert to the state without 
compensation. Development work was to be completed within a speci- 
fied period and preference should be given to Norwegian labour and ma- 
terials. Large sources of water power were not to be acquired by any 
one concern, and the concessionaires were not to raise their charges for 
supplying power without the consent of the government. Despite the 
severe Criticism to which this law was exposed in the election campaign 
of 1909 and the subsequent defeat of the Knudsen government, the new 
government did not make any amendments and in February 1910 even 
defended Castberg’s law. The Act was not modified until 1917, and 
then to increase rather than diminish its severity.® 

The Norwegian political climate had at first favoured Swedish capital 
for the development of Norway’s natural resources of water power (p. 
410) but had now completely changed. The right wing was reacting on 
grounds of nationalism, the left on grounds of anti-capitalism. The 
situation provided a striking parallel to the trends of Swedish public 
opinion in the matter of the purchase of forest lands by the Norrland 
timber companies (p. 487). The original reason for SEB’s interest in 


* E. Einarsen, ‘Om koncessionslovgivning for vandfald, bergverk og skog’ in Statsgko- 
nomisk Tidsskrift 1910, pp. 161 ff. W. Keilhau: Det norske — - — i vdr egen tid, pp. 
12Satts 
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waterfalls, namely to secure orders for Asea, was now much less com- 
pelling, and in any case it was obvious that preference would have 
to be given to Norwegian suppliers in the same way that French require- 
ments had to be met in the bond loan negotiations (p. 527). Above all, 
the uncertainty about the conditions of the concession and the proba- 
bility of reduced profits made any sort of waterfall transaction much 
more risky. As will appear later the SEB group took decisive steps in 
1910 to withdraw from its commitments in Tyssefaldene, Elektrokemisk 
and the Blakstad consortium, and it also sold large blocks of Hydro 
shares. In the following year K. A. Wallenberg rejected an invitation to 
take part in a Norwegian transaction, pleading the ‘uncertainty’ of the 
laws regarding the conduct of business by foreigners. In 1913 he wrote 
in a letter to his brother-in-law that both he and his brother would have 
to curtail rather than expand their interests in Norway in view of the 
political tendencies. The one exception to this policy, the Orkla Grube 
affair, involved only very small sums (p. 569). The Norwegian poli- 
ticians had certainly made their point so strongly that SEB and its 
leaders invested hardly any more funds in the development of Norwegian 
waterpower. 


2. The end of Norwegian waterfall business 


With the nitrate transactions as a precedent SEB had begun in 1906 
to finance wholly new waterfall undertakings (p. 569). In addition to 
the transactions of the Blakstad consortium these activities concerned 
the Tysse falls and three falls in the Tinnelv; the latter have left no 
discernible traces in the bank’s loan accounts. In the case of the Tysse 
falls SEB financed the whole purchase but shared construction costs 
with other banks. In May 1908 the power station began to supply 
power to the factory built by the Alby United Carbide Factories. At the 
end of June SEB’s commitments were no more than 903,000 kronor. 
For the year as a whole there was a surplus of 296,000 kronor of which 
200,000 were distributed as an 8 % dividend on a share capital of 
2,500,000 kronor of which only 700,000 had been paid up. Marcus 
Wallenberg did not hesitate to make effective use of the circumstance 
that a high assessment of the property made possible a bond loan of 
4,250,000 kronor, almost all of which was taken up. Norwegian bank- 
ing circles were very interested in the issue and agreed to participate 
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in a 5 % bond loan at 95. It was assumed that almost all the bonds 
would be placed in Norway, but this was clearly too optimistic a cal- 
culation as at any rate SEB had to keep a greater part of its allocation 
on hand for a long time. However, the company had at least succeeded 
in getting its debts consolidated on cheap terms. 

This was particularly useful as it soon became known that the Alby 
company had run into difficulties and would not be able to declare a 
dividend. Among the share-holders affected were K. A. Wallenberg and 
Hugo Finaly, the latter having been advised by Wallenberg to buy the 
shares. The information was given that there had been certain miscal- 
culations at the planning stage and that some of the production methods 
had failed. As with Hydro, it proved easier to harness the power even of 
such enormous waterfalls than it was to run the chemical plant built to 
provide an end use for the electricity produced. Marcus Wallenberg’s 
faith in electricity was not shaken, but he did give up his plans for 
increased carbide production. He resisted Tillberg’s suggestions that 
this was an opportunity to develop the so-called Trollhatte method of 
producing zinc, pinning his faith instead on the electrical production of 
steel. When the question arose early in 1908 whether Hofors should 
retain one waterfall, Wallenberg took the view that the Swedish iron 
industry needed to be re-organised through concentration in a few big 
works, with plentiful supplies of cheap power and facilities for handling 
shipments of coal, ore and manufactures. In this respect Hofors could 
not compete with “an iron works based on electrical smelting, situated 
on the Norwegian coast near an ice-free harbour, paying 30 kr. per 
unit of horsepower and able to b ing in its materials by sea.” The site 
and the price of power correspond exactly with those at Tysse, and in 
January 1909, accepting the consequences of his opinions, Wallenberg 
took a quarter share in the consortium led by Eyde which had just 
acquired the Norwegian rights for the exploitation of Grénwall’s method 
of smelting iron by electricity. Only experimental work had been carried 
out, however, before Marcus began to extricate himself both from this 
transaction and the Tysse affair: in May 1909 he gave Tillberg an option 
at 200 on his Tysse shares, and in 1910 he did not use to the full his 
subscription rights when Eyde founded A/S Hardanger Elektriske Jern- 
og Staalverk. 

The option was offered to Tillberg a couple of months after the for- 
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mation of the Norwegian left-wing government which led to the con- 
cession law in 1909. Tillberg was not deterred; he had become the 
largest shareholder in A/S Tyssefaldene with 1,225 shares, though ma- 
jority control still remained in the hands of Marcus Wallenberg. Hiorth 
and Abenius had sold their shares at par in 1907 and Eyde and Peters- 
son had sold big holdings the following year at 140, with the result that 
in 1909 Marcus Wallenberg owned 917 shares, K. A. Wallenberg had 
717, Petersson and Eyde 567 each, Emanuel Nobel 450, Sachs 358, and 
finaily Moret held 200 shares. In January 1910 Tillberg bought up all 
these holdings with the exception of Petersson’s. Payment was to be 
made in cash, but the sellers bound themselves to leave two thirds of the 
money on deposit in Skanska Handelsbanken for one or two years. 

Marcus Wallenberg thus sold at twice their nominal value shares of 
which only a quarter had been paid up. Tillberg can only have bought 
them in the belief that the development of both the Tysse and other 
Norwegian waterfalls would continue to be profitable. He also agreed, 
should the Wallenberg brothers wish it, to take over their share in the 
Blakstad consortium, at a price to cover the money laid out plus interest. 

At the end of 1909 the Blakstad consortium controlled the Tokke 
waterfall of 140,000 h.p., the Bofoss fall of 10,000 h.p., the Hégfoss 
group of falls with 30,000 h.p., and the Aura and Mardal falls with 
133,000 h.p. Money was obtained by discounting bills with SEB, Till- 
berg always acting as drawer or acceptor and the other name varying. 
K. A. and Marcus Wallenberg usually stood surety and Tillberg deposited 
Tysse shares as security. The bank charged 1 % above the prevailing 
discount rate. Its commitments rose from 121,000 kronor to 953,000 
by the end of 1909. The rise was due of course to the cost of travel, 
investigations and the purchase of property and also to accumulated 
discount. This meant that the members of the consortium did not pay 
interest in cash. The intention must have been that the whole under- 
taking should be short-lived, based on the rapid sale of property. In 
September 1907 the consortium was already trying to sell the Bofoss to 
the Franco-Norwegian company Bamble Apatitgruber, but had no suc- 
cess. In the summer of 1908 William Olsson was drawn into the com- 
pany’s affairs. He obviously intended to sell all the consortium’s water- 
falls to some English aluminium companies, in one of which Beardmore 
(to whom he had previously sold Finspong) was interested. There is no 
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clue among the records to show why Olsson’s plans did not materialise, 
but in July 1909 Blakstad applied for a concession to develop Tokke. 
In January he reported that a concession for 80—85 years would soon 
be granted for a payment of one krona per horsepower. A limited lia- 
bility company should be formed as quickly as possible, partly because 
the Storting might soon be passing legislation which would affect such 
companies still more adversely. Despite the optimistic tone of Blakstad’s 
letter it reveals the difficulties which beset the development of water- 
falls in Norway and the delays and uncertainties caused by current 
political attitudes. 

Shortly after the arrival of this letter Marcus Wallenberg secured per- 
mission from Tillberg to withdraw from the transaction. In the summer 
of the same year Tillberg undertook to allow the Wallenberg brothers to 
draw 100,000 kronor each in profit. Tillberg was engaged in selling 
Aura to an English consortium which intended to exploit the Trollhatte 
method of producing zinc. A difficulty in these negotiations was that 
the Norwegian government, in conformity with the new law, had intro- 
duced an additional condition before the granting of a concession that 
the majority holder must not own any other Norwegian waterfall. As a 
result of co-operation between William Olsson and a number of English 
businessmen with whom he had had dealings in 1908, the Hydraulic 
Power & Smelting Co. was set up in 1911, and this company became 
the owner of Elektrokemiska AB in Trollhattan. It was probably the 
same group which began to develop Aura, but the war and the niggardly 
concession terms brought the work to an end before it was completed, 
although large sums had been invested in it. SEB and the Wallenberg 
brothers were not involved at all, as they had withdrawn in 1912 at 
which date the bank’s commitments exceeded 1,185,000 kronor. 

The Wallenberg brothers retired from the Norwegian waterfall opera- 
tions when they seemed likely to be affected by political uncertainties. 
The exact amount of their profits can only be ascertained in one trans- 
action, that with the Blakstad consortium, namely 200,000 kronor. 
From Tinelvens Vandfald they seem to have gained 300,000 kronor, 
but the big profits were undoubtedly earned on Tyssefaldene. A cal- 
culation made immediately afterwards states that the profit on two hold- 
ings of the syndicated shares amounted to 952,000 kronor. On this 
basis, and from other evidence, it appears that Marcus made about 
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800,000 kronor and Knut Wallenberg 650,000. These profits could be 
used for the large payments which had to be made for the new issue of 
shares undertaken by SEB in 1910 (p. 508). 


3. Conflicts within the Norwegian nitrate industry 


During 1907 SEB’s relations with Norsk Hydro underwent a radical 
change. Advances fell from 3,789,000 to 911,000 kronor, while deposits 
rose from 227,000 to 3,726,000, a development which was particularly 
welcome in a boom year characterised by acute money shortages and 
exceptionally high interest rates. The Banque de Paris was now respon- 
sible for finding the main part of the finance for Hydro. This largely took 
the form of a new issue of shares, which both provided SEB with invest- 
able funds and also resulted in the Swedish share-holders’ obtaining loans 
from SEB. The consortium dominated by K. A. and Marcus Wallenberg 
subscribed for and borrowed from SEB approximately the same sum as 
they had borrowed against shares of Elektrokemisk. During the years 
before 1913 Hydro regularly provided more funds for SEB than it bor- 
rowed from it (p. 574). This was particularly important as SEB 
engaged the funds thus released in new business, especially for Wifsta 
Varf and Kopparberg-Hofors. If SEB was not to be called on to supply 
more funds for Hydro one essential was that the conditions of the 1906 
agreement, of fundamental importance for the development of Rjukan, 
should be faithfully observed (p. 449). The French and German interests 
behind this agreement were so strong financially that they could bear 
the risk of an interruption in the development work much more easily 
than could SEB. It thus became Marcus Wallenberg’s important duty 
to act as intermediary between the various interests. 

The agreement had implied absolute equality between the two groups 
and postponed the decisions that would have to be taken about the 
valuation of the falls each group would contribute and the production 
methods to be used. But these decisions involved potential conflicts 
between Hydro and Badische. There were, moreover, internal conflicts 
within Hydro itself, resulting from Moret’s doubts about Eyde’s adminis- 
trative abilities and his desire to exercise detailed control through the 
Comité de Paris. In the spring of 1908 he consequently forced the deci- 
sion that Eyde should have a technical director by his side and that no 
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expense of over 5,000 kronor should be incurred without the authorisa- 
tion of both sides of the board. Shortly afterwards Eyde succeeded in 
winning Moret over to his side. The occasion was provided by the con- 
stitution of the boards of Norsk Kraft A/S and A/S De Norske Salpeter- 
verker. These companies, the Rjukan companies, had no managing 
director. Their boards included Rygh as the legal expert, Kloumann in 
charge of development work on Rjukan, and Eyde as chairman, all 
three from Hydro. Badische were represented by Schénherr, the inventor 
of their furnaces, who was in charge of experimental work in this field, 
Raithel, who was responsible for the construction of the saltpetre fac- 
tory, and Schleissing, the financial director. Above these executive 
boards were representative bodies from the two groups of owners in 
equal proportion. Badische’s members of these bodies included their 
head, von Brunck, and C. Duisberg, the director of the Elberfelder Far- 
benwerke; Hydro’s representatives were Marcus Wallenberg, Count de 
Germiny, Girod de L’Ain, Moret and others, but not Eyde. As head of 
Hydro, Eyde nevertheless wanted to give instructions to Rygh and Klou- 
mann, and in this he was supported by Moret, who also wanted to give 
them orders and declared them to be directors only nominally. Rygh 
and Kloumann were deeply offended. Marcus Wallenberg tried in vain 
to pour oil on the troubled waters, though he partly agreed with Moret; 
promotion had gone to the heads of the two men. On the other hand, 
as a hydraulic engineer, Kloumann was irreplaceable and he had served 
Hydro well by his defence of their interests at the valuation of Rjukan. 
Eyde was jealous of Kloumann, who in turn felt that he was being 
deprived of the credit that was his due. Rygh was an extremely skilful 
lawyer, but not a pleasant colleague for Eyde. 

The whole situation was complicated by the fact that Hydro found 
itself in open opposition to Badische. Part of the trouble was that the 
Germans refused to acknowledge the valuation of Rjukan by the duly 
appointed commission, a valuation which meant that Hydro was due to 
receive another cash payment of 1,332,000 kronor. As a result both 
parties refused to continue their payment for shares to Norsk Kraft A/S 
and, when its purse was empty, Moret refused to allow Paris to inter- 
vene, proposing instead that SEB should advance enough money to 
keep the construction work going. 

It was very important that, before the meeting of the representative 
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bodies of the Rjukan companies in Kristiania on 24 July 1908, SEB 
should be able to settle the internal Hydro conflict. At first Moret was 
quite immovable. Marcus Wallenberg then took the Count de Germiny 
and Girod de I’Ain aside and persuaded them that Moret had been taken 
in by Eyde who was finding Rygh and Kloumann a nuisance. As a re- 
sult Moret’s views were rejected and a letter was sent to Rygh and Klou- 
mann which eased the situation. It is important to note at this point that 
a decision was imminent about the size of the generators, and that this 
would involve a preference for one type of furnace. At the conference 
of the Rjukan company representatives, von Brunck put forward a com- 
promise plan by which Norsk Kraft A/S would make an interim pay- 
ment to Hydro of 1,250,000 kronor for Rjukan but would acquire from 
Badische the Tyin and Matre falls, for which it would make an interim 
payment of 2,550,000 kronor. All the generators at Rjukan I would be 
small and all the furnaces of the Badische type. When patent rights were 
sold Badische would receive ?/3 of the profit. Counter-proposals were 
put forward by Marcus Wallenberg and these were accepted by Eyde. 
According to this plan Badische would be reimbursed for their out- 
lay on waterfalls and they alone would receive a royalty payment if the 
production rose above 600 kg per kilowatt year. Badische were in fact 
being offered power for the trial of their furnace under industrial condi- 
tions. In the proposal which was finally put before the Germans, all 
suggestions of preferential treatment for the Badische furnace were left 
out, probably at the request of the French. The Germans did not accept 
this plan. The critical attitude in official Norwegian quarters towards 
Hydro’s uncontrolled use of its waterfalls influenced their attitude. 
Referring to a discussion with Ihlen, the Minister of Labour, von Brunck 
said that the government might possibly indict Hydro for raising the 
level of the Mésvann dam without first having obtained a concession. 
Before leaving Kristiania Marcus Wallenberg took one more step to 
end the dispute by persuading Duisberg to put forward another plan. 
This involved the purchase of Tyin and Matre. The generators installed 
should be of such a type that nine-tenths of the furnace requirements 
would have to be met by Badische furnaces. If these succeeded in 
producing an annual output of 590 kg they alone would be installed. 
In spite of these far-reaching demands Marcus Wallenberg and Eyde 
were prepared to support this solution, and Marcus promised to try to 
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secure Knut Wallenberg’s co-operation in persuading the French to 
conclude a final and lasting settlement. Duisberg also promised to try 
to win over Badische to this plan. At the end of August, Eyde and the 
Wallenberg brothers went to Paris. In order to meet German objections 
on one point they had refrained from urging Hydro’s right, as owner 
before the concession law was passed, to regulate the waters of Mosvann 
as it pleased. In letters to Moret and Finaly Marcus Wallenberg ex- 
plained the necessity of giving way to Badische. It was essential, he said, 
to understand how von Brunck saw the project. He was firmly convinced 
of the superiority of the Badische furnace, and was anxious to gain 
recognition for himself as the foremost promoter of the new nitrate 
methods. The difference between the 4,800,000 kronor demanded by 
Badische for their falls and the 4,500,000 in Kloumann’s calculations 
was not great enough to justify ruining the whole transaction. If the 
companies were dissolved it would be necessary to find a lot of capital 
to buy Rjukan and one of the patents, and there would be nothing but 
unpleasantness and trouble. 

While the board of Hydro was discussing Duisberg’s plan Kloumann 
kept in touch with him and he pointed out that Badische’s position had 
been strengthened since they had acquired a concession for Tyin and 
Matre. Meanwhile the Wallenberg brothers were authorised by the board 
of Hydro to reach a settlement on any terms; certain amendments to 
Duisberg’s plan were indicated by the board, but merely as requests. In 
the negotiations which followed in Frankfurt there were no French 
representatives. On 11 September 1908 an agreement was signed which 
clearly showed the strength of the German position. Though not all legal 
points were settled, Badische received their full price for Tyin and 
Matre, making only a small concession in the matter of cash payment. 
As far as the furnaces were concerned they had been obliged to with- 
draw the demand for an immediate decision that only their furnace was 
to be installed, but most of the generators were to be adaptable to their 
type of furnace. Both parties were to help to see that their furnace was 
industrially tested. 


4. More French money for Norsk Hydro 


The main advantage for Hydro of the 1908 Frankfurt agreement was 
of a financial nature. New funds could now be raised as required with- 
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out the disturbance of an open conflict. Additional sums were indeed 
required, as Eyde wanted to extend the original plan and develop Lien- 
foss on the Tinnelv and to build an ammonia factory. Even if these 
new projects had not been included it would probably still have been 
necessary to find additional funds over and above the share capital. It 
was intended that this should be done by means of a bond loan, for 
which the plant might furnish security, but Marcus Wallenberg thought 
it would be better to wait until production at the new Notodden fac- 
tory, which ran on power from Svelgfoss, was in a position to show a 
profit for the concern. He was therefore asked to arrange for a tempo- 
tary advance instead. It was natural that he should turn to those 
Scandinavian banks which could reckon on having been relieved by 
that time of certain credits to A/S Tyssefaldene (p. 547). The Central- 
bank, Den Norske Kreditbank and the Landmandsbank agreed to join 
SEB in providing a credit of 6,000,000 kronor. 


Thanks to K. A. Wallenberg, however, matters took a different turn. 
He was visiting Paris in connexion with the wine duty agreement and 
the question of issuing bonds through the French capital market, and 
found that it was necessary to give way over the duty as well as over the 
question of deliveries to Rjukan (p. 527). Marcus Wallenberg had al- 
ways placed central importance upon securing for Asea the order for 
the Rjukan generators. During the working out of the Birkeland-Eyde 
method Asea had put their expert knowledge at the disposal of Eyde, 
who had been very grateful. However, when the trial factory started 
work in the spring of 1905, Eyde began to complain and ordered no 
equipment whatever from Asea for the big Notodden factory. The first 
big delivery of generators, to Svelgfoss, produced much disappointment 
and arguments, apparently because not all the technical problems had 
been foreseen. Marcus Wallenberg repeatedly had to mediate between 
Edstrom and Eyde. Both concerns were in fact suffering from being 
pioneers. For Rjukan I Asea was only allowed to supply half the genera- 
tors.* On this occasion, however, all the money was found outside Scan- 
dinavia. The Scandinavian banks were to be allowed to draw up to 
15,000,000 francs on 90-day bills from French banks. Thus the money 
would cost Hydro only 6 % instead of 6'/2-7 %, and the Scandinavian 


4 Brown Boveri supplied half the generators, and French Westinghouse the instruments. 
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banks would earn 2 % without laying anything out themselves. More- 
over the French agreed to prepare and place a bond loan for Hydro as 
early as possible in 1909. 

Marcus Wallenberg did not object to the amendment of his plan, but 
the two Norwegian banks did. Kielland-Torkildsen explained that they 
had been thinking of a transaction which would return a good interest 
for three years at least and for which there was good security, not a 
short-term guarantee which gave Hydro the whole advantage of the 
cheap French discount market. Eventually only SEB and the Land- 
mandsbank acted as guarantors in the transaction. 

The proposed bond loan had to be postponed. A delay caused by the 
fact that the generators at Svelgfoss had to be re-wound kept the profits 
for 1908 at 454,000 kronor, and this only sufficed for a 5 % dividend 
on the preference shares. In 1909, however, when the new Notodden 
factory was in full swing the profits rose to-1,058,000 kronor, and then 
it became possible not merely to pay the full 8 % to preference share 
holders but also to pay a first dividend of 5 % on the oldest ordinary 
shares. The time was now ripe for a bond loan. This loan, issued in 
1910, has been cited as an illustration of the way in which certain 
obstacles to the placing of foreign loans in France could be overcome, 
in this instance the difficulties presented by Norwegian legislation.® 
These difficulties had prevented the bond loan which had been agreed 
upon at the time of the formation of Hydro. The solution to the problem 
seems to have been found by Moret; in the spring of 1910 a French 
company was founded, “La Société pour l’Acquisition d’Annuités de la 
Société Norvégienne de Azote”. This company took over from Hydro 
5 % annuities at 94 to the value of 28,300,000 kronor, placing on the 
market bonds of its own to the same value. SEB earned 63,000 kronor 
from its membership of the bond consortium and was also given 
10,500,000 kronor for investment at 4 %. 

The great liquidity which Hydro provided in 1910 did not cause the 
SEB group to increase or even to maintain their Norwegian commit- 
ments. Both the nitrate and the Tysse concerns had the common feature 
that, though their long-term prospects might have been adversely af- 
fected by the legislation of 1909, yet as soon as they began declaring 
dividends they became much more saleable. SEB had undertaken a 


5 EB. Kaufman, Das franzdsische Bankwesen, pp. 83 f. 
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number of large-scale commitments in Sweden and in addition its main 
share-holders required cash in connexion with the new issue of the 
bank’s own shares (p. 508). The first big disengagement took place in 
January 1910, when Marcus Wallenberg sold out the holding of Tysse 
shares owned by the majority group which he led (p. 548). At the same 
time the syndicate of holders which had acquired shares in Hydro in 
1907 (p. 438) began to sell its shares which had now been introduced 
on the Stock Exchanges of Paris, Brussels and Geneva. Marcus wanted 
to sell all his own and, when the Tysse transaction was wound up, he 
disposed of 1,500 Hydro preference shares to Nobel at 165. By July 
the syndicate had only 20,000 left of the 62,000 ordinary shares which 
it was selling. The average price at which the shares had sold was 369 
francs (nominal value 250) but the current rate was 324. Marcus Wal- 
lenberg gave Moret an option on 3,000 shares but, though the price was 
lowered to 300, it proved impossible for him to sell them within the 
year. It is impossible to say with great certainty how much the Wallen- 
berg brothers made in 1910 out of their Hydro shares. It only remains 
to record their obvious wish to cut down their Norwegian commitments. 
This was also true of the Blakstad consortium (p. 550) and of the parent 
body in the nitrate transaction, Det Norske A/S for Elektrokemisk 
Industri. 


5. Trouble with Sam Eyde 


The departure of the Swedes from Elektrokemisk and Eyde’s resignation 
from the board of the Rjukan companies have been described, in ac- 
counts of these events based upon Eyde’s own memoirs, as having been 
initiated by himself. He is presented as having grown tired of the admin- 
istrative complications produced by Moret’s insistence on detailed con- 
trol through the Comité de Paris, and having suffered from his protec- 
tion of the interest of the employees as against those of the foreign 
partners. It is held that what finally weighted the scales was that the 
French allowed themselves to be tempted by German promises of high 
profits into accepting the Badische furnace and absorption method. This 
meant at least a year’s delay for Rjukan I.° What this interpretation does 
not show is that the company was already bound by the Frankfurt agree- 


6 B. Petersen, Elektrokemisk, pp. 48 ff. Anker Olsen, Norsk Hydro, pp. 171 ff. S. Eyde, 
Mitt liv, pp. 322 ff. 
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ment of September 1908 to install principally Badische furnaces (p. 
554). There is no trace in contemporary records that Eyde objected to 
this or to the further delay imposed by a later agreement of January 
1909 to wait until one of the Badische scientists, Dr. Scharf, was ready 
with a new absorption method. There is evidence, however, of disagree- 
ments about the furnaces and about the administration. 

In the very first year of Hydro’s existence Moret at least began to 
doubt Eyde’s suitability as the leader of an industry (p. 447). Marcus 
Wallenberg saw to it that he himself was kept informed about the con- 
duct of Hydro. Frélander and Oscar Wallenberg served in turn as audi- 
tors, Oscar Nickelsen was an inspector, while the chief accountant of the 
Rjukan companies was Teodor Andreason, formerly an employee of 
SEB. The latter maintained through Richard Julin a regular corres- 
pondence with Marcus Wallenberg. He found a sad lack of order in the 
book-keeping and in the general office organisation; disputes between 
the six directors were continually causing uneasiness within the com- 
panies. In 1908 Marcus Wallenberg forced through a resolution to 
appoint a new chief accountant for Hydro. After another unsatisfactory 
appointment Andreason himself assumed these duties also and soon 
reorganised the whole book-keeping system. A reliable chief accountant 
was particularly desirable i.a. because Eyde seemed to be trying to com- 
mit the companies to his own personal expenditure, Hydro’s motor car 
being a special source of trouble. There had also been considerable 
miscalculations. Marcus Wallenberg was in complete agreement with 
Eyde that Moret’s correspondence about trivialities should cease. The 
first step was to get some competent Norwegian on to the board. He 
was still trying to get Consul-General Hans Olsen whom he hoped Ema- 
nuel Nobel would persuade to accept the appointment (p. 451). In April 
1909, after a visit to Kristiania, Marcus declared that Eyde ought to 
leave the Rjukan companies. During the summer there was even talk 
of his exclusion from Hydro. Marcus differed from Moret in his reluc- 
tance to give Scott-Hansen wider responsibilities. “Eyde’s weakness,” 
he explained in a memo, “is that he does not understand book-keeping 
or finance. But Scott-Hansen is one of exactly the same school.” Olsen 
should be put on the board and Scott-Hansen replaced “by a really good 
man who can handle the business. Both Bérresen and Smidth realise 
that Eyde is no good as an administrator.” 
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Meanwhile Julin had been instructed to examine the books of Elektro- 
kemisk and had found them in a bad state. As a result Andreason be- 
came the chief accountant of this company too. He reported that there 
was far too large a staff and that much trouble stemmed from the con- 
fused relations with Eyde’s other companies. Elektrokemisk had never 
declared any dividends in an ordinary sense, but in 1907 had repaid to 
the shareholders 680 kronor per 1,000 kronor share. After the sale of 
Vamma to Hydro had been finally completed in November 1909 another 
100 kronor per share was paid out. At this stage all those who had taken 
up shares on the original terms had fully recovered their capital, with 
interest. Even so, the company owned nearly 1,000,000 kronor of 
Hydro stock as well as Boylefoss and a share of the Hydro patents. Eyde’s 
activities were by no means confined to Hydro; he was also currently 
concerned with the development by means of electrical furnaces of a 
number of iron ore mines, and for this he needed Béylefoss. In April 
1910 he discussed the project with Tillberg, who offered to sell to him 
a majority holding of Elektrokemisk shares for 40 % of their nominal 
value. Marcus Wallenberg at once approved, pointing out the company’s 
high administrative costs. Eyde received an option on 3,407 shares at a 
price of 350 kronor; of this amount 200 kronor per share was to be 
paid through an apportioning of Elektrokemisk’s holding of Hydro 
shares. 

Marcus Wallenberg and Tillberg both made this an opportunity to 
retire from the firm which had originally handled the nitrate transac- 
tions, and offered terms favourable to a purchaser. The sale was con- 
cluded largely on these terms and came to include the shares held by 
Nobel, Gliickstadt and the heirs of Axel Johnson. Marcus Wallenberg 
advised them to sell on the grounds of his disapproval of “the way in 
which Eyde deals with this company’s expenses.” As Eyde was in other 
respects a competent man Marcus preferred to settle matters in this 
friendly way rather than to force him off the board. 

In the years that followed the company was used frequently for the 
setting up of new concerns. It increased its capital in several stages and 
in 1914 became an industrial mortgage bank. Dividends reached a maxi- 
mum of 10 % in 1912, falling to 8 % in 1913 and to nil in 1914.’ 


7 §. Eyde, Mitt liv, pp. 414 ff. E. Petersen, Elektrokemisk, passim. 
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When in May 1910 Marcus Wallenberg advised this friendly settle- 
ment with Eyde over Elektrokemisk, he had to bear in mind another 
unsettled dispute, that over Rjukan. In the previous September both 
Rygh and Kloumann, and later Marcus Wallenberg himself, had dis- 
cussed with von Brunck how to exclude Eyde from the Rjukan board. 
As a result the Hydro directors decided to watch for their opportunity. 
In view of von Brunck’s desire to get rid of Eyde, Marcus felt that it 
would be wiser to postpone action until the furnace question had been 
settled. 

The tactical idea behind this view seems to have been not merely to 
hold Eyde’s dismissal as a card to be played in the furnace game, but 
also to make use of his undoubted energy for the production of a type 
of furnace which could compete successfully with the Badische product. 
There was no doubt that the original Birkeland-Eyde furnace was in- 
ferior, but a great deal of work was going into the production of a more 
powerful model and by February 1910 a 3,300 kw furnace was ready. 
E. B¢dtker Ness, one of the technicians concerned, claims that it met 
most requirements, but that no precise comparison with the Badische 
furnace had been made. An agreement had in fact been concluded with 
Badische to the effect that */; of the furnaces installed should be their 
model, unless a Hydro furnace should be produced yielding 20 kg per 
kilowatt-year more than the Badische model. The Norwegians regarded 
themselves as already the victors and continued to build large furnaces.® 

The agreement mentioned by B¢dtker Ness had been reached after 
negotiations by Rygh and Kloumann of which Eyde knew nothing. In 
April 1910 Hydro announced that they were proposing to compete with 
a furnace of 3,300 kw instead of one with a capacity of only 800 kw. 
Badische protested strongly, accusing Hydro of trying to postpone vital 
decisions. Anyone who remembered the trouble with Badische in 1908 
might well have feared a fresh serious conflict. There might well be a 
considerable lapse of time before the large capital sums invested could 
show any return. Marcus Wallenberg believed, as Moret did not, in 
the big furnace and urged an immediate decision to build another one. 
He did not think that Badische could refuse to compete with it but 
that the whole matter should be settled by negotiations with Badische. 


8 E, Bgdtker Ness, ‘Birkeland-Eydeovnens historie’ in Anker Olsen, Norsk Hydro, 
pp. 106 f. 
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Kloumann and Rygh should negotiate without Eyde who was too far 
committed to the Hydro furnace to see the problem in perspective. 

Kloumann and Rygh secured the consent of the Banque de Paris to 
their conciliation proposals and then proceeded to Mannheim for some 
hard bargaining with the Badische directors. Hydro, and Eyde in par- 
ticular, had been described by von Brunck as a “Spitzbube der immer 
verzogerte die Geschichte um etwas fiir sich zu erreichen”. One allega- 
tion of the Germans, that the electrodes on the new furnace required 
the constant attention of one man, was found to be true by Kloumann 
after a visit to Notodden, and he admitted that the furnace might not 
be quite ready for installation at Rjukan. Not until he received this 
report did Marcus Wallenberg inform Eyde of what had happened. Eyde 
was furious, and persuaded his Norwegian fellow directors, including 
H. Olsen who had just joined the board, to decide to postpone negotia- 
tions with Badische until after a meeting of the whole board. His inten- 
tion must have been to gain more time to complete the work on the new 
furnace. Marcus Wallenberg took Kloumann’s advice, however, and 
armed himself with full powers to speak for his French colleagues and 
K. A. Wallenberg. He arrived in Kristiania five days later, on 9 June, 
and Eyde’s action caused hardly any delay at all. 

After a long discussion in which Birkeland, Rygh, Kloumann, Ness 
and Collett participated in addition to the directors, the board finally 
adopted the draft agreement with Badische which had been drawn up 
as a result of the recent negotiations. Eyde alone reserved his opinion. 
Marcus Wallenberg felt that they had achieved all that was possible, 
namely to pay no royalty for Rjukan I, and to be able to install some, at 
any rate, of their own furnaces there, with the possibility of installing 
others for Rjukan II. Above all time had been gained by the decision not 
to enter into any more discussions with the Germans. “We can always 
hope,” he wrote to Olsen, “that the experience we gain in Rjukan I will 
show the superiority of the Birkeland-Eyde furnace for industrial use, 
but as yet we cannot know.” 

Once the furnace question was settled there was no further need to 
wait before taking action against Eyde. What tilted the balance still more 
against him was the fact that in March 1910 his administrative record 
was severly censured, in particular by the French auditors. In May Eyde 
admitted the truth of some of the criticisms. As far as Hydro was con- 
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cerned, Eyde’s contract gave him the right to remain in charge for ten 
years, but there was no such provision for Rjukan. Through Duisberg 
he was persuaded to resign as of his own accord. He was elected to the 
representative bodies, and was allowed to retain his salary and benefits. 
Considerable care appears to have been taken to ensure that it should 
not appear as if he had been dismissed. 

Nevertheless, Eyde’s reputation among Norwegians as the leader of the 
nitrate industry, and as the pioneer in developing hydro-electric power 
by means of foreign capital, made it natural that the press should draw 
attention to his departure. On 20 August Verdens Gang announced that 
the rumours were becoming certainties, but made no further comment. 
The late editions of the same day carried announcements in some papers 
purporting to come from Norsk Kraft A/S. These described the event 
as regrettable since Eyde had always defended Norwegian interests. This 
struck a nationalistic note, a very topical one in view of the current 
debate about ‘concession’ laws. Eyde was represented as the victim of 
the foreign capitalists he had brought in. The element of hostility to- 
wards Germany, partially coupled with anti-semitism, is note-worthy; 
the latter appears in one cartoon showing Eyde being thrown downstairs, 
and in another in which three hook-nosed and portly gentlemen are 
depicted enjoying the fruits of a tree from which Eyde is being kept 
away by Kloumann with the words, “Thank you, my dear Sir, we can 
now manage the rest ourselves.” Several other papers pointed the same 
moral. Teknisk Ugeblad in particular took Eyde’s side, stressing his 
significance for young Norwegian engineers and urging that he had 
always been a considerate, just and kindly man to work for. The denial 
of the original announcement issued by the Rjukan companies had very 
little effect. Eyde continued to be regarded as the great man in Nor- 
wegian industrial development, and as a financial genius. 

In the light of the attitude adopted by the press, Rygh and Klou- 
mann’s fierce reaction becomes more comprehensible. On 8 October 
they composed a long letter to Marcus Wallenberg giving a full explana- 
tion of their attitude. Marcus, they said, had asked them to keep quiet in 
order to spare Eyde. Eyde, however, had used their silence to spread the 
rumour that he had been driven out by foreign, particularly German, 
capitalists. He wanted to become a national hero, a dictator of Hydro, 
or else a martyr. He never fought openly but always behind his oppo- 
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nent’s back. His only work in the company had been to intrigue, and 
with others who had also done little else. Marcus Wallenberg had often 
said that the contract made it impossible to get rid of Eyde. But they had 
proof that the recent agitation about foreign capital had been inspired 
by Eyde. The first intimation that he had resigned, and the charges that 
Norwegians were being driven out by foreign interests, had come direct 
from the Hydro office. They wanted to reveal Eyde to the public as he 
really was, to get rid of him from Hydro and thereby to put an end to 
the incessant quarrels. 

Rygh and Kloumann wrote under the stress of emotion. This makes 
their letter revealing in so far as it shows the great strains that affected 
Hydro. In most points their account of Eyde’s departure agrees with 
other sources: it was the result neither of the conflict with the Germans, 
nor of disputes on technical matters, but of his weakness as the manager 
of an industrial concern. 


6. Norsk Hydro established 


Co-operation with the Badische Anilin- & Soda-Fabrik was due to 
Eyde’s proposal and to a fear of German technical superiority. As far 
as furnace construction was concerned he soon changed his views, but, 
despite the remarks in his memoirs, it was probably when the Germans 
themselves abandoned their absorption method that his confidence and 
that of his senior colleagues in the skill of German chemists were first 
seriously shaken. This had been the main reason for the delay over 
Rjukan. Eyde has described his summons to Paris in the winter of 1911 
when the Germans first admitted failure, and his leading role in the 
subsequent drama, in the course of which the Germans allowed the 
French to buy them out almost entirely from the Norwegian nitrate 
industry. He was then put in charge of the work at Rjukan, and managed 
to make up for most of the time lost on account of the Germans. As a 
condition for accepting this assignment he insisted, among other things, 
that there should be no day-to-day control by Moret. There is only a 
casual reference to the fact that in the subsequent reorganisation of the 
board, a new post, that of administrative director, was instituted.® 


® S. Eyde, Mitt liv, pp. 333 ff. On this point, Anker Olsen relies almost entirely on this 
one source of information. 
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Not until 31 May were Moret and Marcus Wallenberg informed of 
what was afoot, the latter through a letter written by Eyde while travel- 
ling from Paris to Berlin. Eyde drew Marcus’s attention to the position 
in which they had been placed by the Germans, saying that he had 
devised a plan which he had discussed with Finaly and, through Turet- 
tini, laid before the Banque de Paris. He proposed that Hydro, together 
with an Anglo-French syndicate, should buy out Badische who had ex- 
pressed their willingness to sell and to help as much as possible in pre- 
venting any appearance of a breach. Turettini and Eyde had agreed that 
the latter should try to get a three months’ option on the Badische shares. 
Eyde’s announcement was not at first taken very seriously either by 
Marcus Wallenberg or by Moret, principally because they did not 
believe that Badische were prepared to withdraw. Indeed, with the facts 
then available to them, this must have seemed highly improbable since 
the Germans, having failed with their own method of production, might 
have been expected to be the more eager to continue co-operation. In 
his memoirs Marcus Wallenberg declares that the reason for the German 
attitude lay in their success with the so-called ‘ammonia’ method which 
Hydro was obliged to adopt after the first world war. It has since been 
ascertained that experimental work had been going on ever since 1908, 
and that the decision was taken in 1912 to build a factory. Another 
factor may well have been the national policy—already noted as a fea- 
ture of the pre-war years—of concentrating Germany’s capital resources 
in native industries.*° Increased political tension was in any case bound 
to lead to a decrease in Franco-German co-operative ventures. 

Once he had met Eyde, Marcus Wallenberg changed his mind and 
gave whole-hearted support to his plan. He wrote to Moret pointing out 
that the Germans had abandoned their absorption method and that their 
furnace was not superior to the Hydro furnace. Co-operation with Ba- 
dische therefore was clearly mistaken; the truth would have to be faced. 
The difficulty with Eyde’s plan was the acquisition of capital. To this 
Eyde himself had a possible solution, namely an association with the 
Canadian financier, F. S. Pearson. Later Marcus Wallenberg went to 
Paris to continue the discussion, accompanied by Olsen, Rygh and 
Kloumann. A note confidentielle dated 30 June 1911, describing the 


10 R. Berr, ‘Une évolution nouvelle de lindustrie chimique’ in Revue de l’Industrie 
Chimique 1926. H. Feis, Europe, the World’s Banker, p. 71. 
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situation and recent events, stated that nothing had been gained tech- 
nically from working with the Germans. Badische on the other hand 
had forced several concessions from Hydro, and had compelled it to 
pay large sums for waterfalls which would not be needed for some time. 
As recently as April the German engineers had promised that the 
factory could begin production by July. There was always the risk that 
Badische would refuse to contribute to the dividend which had been 
promised, and if so it would be necessary to rely on the arbitration of 
Deutsche Bank. “Une autre idée a été émise derniérement,” the docu- 
ment went on to say, namely to buy out Badische. This would require a 
lot of capital, and Badische might well prove exacting in the matter of 
cash payments for the 4,000,000 kronor of shares received in return 
for its patents. It was essential to get precise information about Badi- 
sche’s intentions and the conditions of sale. 

Eyde argued at the Banque de Paris that Pearson was prepared not 
merely to contribute funds, but also to buy all Hydro’s extra-European 
patents for 2,500,000 kronor. Partly with Olsen’s help he managed to 
secure the co-operation of Rothschild. Marcus Wallenberg certainly 
played his part in convincing the Banque de Paris, but his position was 
not quite the same as it had been in 1906 and it was Finaly and Eyde 
who were authorised to negotiate with Badische. Fears that the condi- 
tions might be too harsh were soon dispelled. Badische agreed to leave 
some money in the nitrate business and also hinted that they might be 
willing to give a discount of 2,000,000 kronor."t Eyde then went to the 
USA to sell patent rights while Finaly remained to conclude negotiations 
for the settlement, which was signed on 23 September 1911 by the 
Banque de Paris and Badische. The price was 27,000,000 kronor of 
which Badische took 5,000,000 in shares. Of the remaining 30,000,000 
kronor required by Hydro, the Banque de Paris undertook to supply 
18,000,000, Sweden and Norway 1,000,000 each, and Pearson 
10,000,000. The situation seemed so promising that Marcus Wallenberg 
secured the right for SEB to subscribe a further 2,000,000 kronor of 
the necessary capital. 

Until now Eyde had been gaining in prestige, but on 17 October 
Finaly reported to his board that Pearson had withdrawn his offer. This 
was particularly serious as the French money market had tightened. The 


11 §, Eyde, Mitt liv, pp. 341 ff. The chronology here is somewhat different however. 


565 


1907—1914 


discount rate was raised on the same day (p. 500) and there was a drop 
in the price of Hydro shares. Finaly told Marcus Wallenberg that he 
thought Eyde’s journey to America had done more harm than good. It 
was now absolutely essential for the SEB group to adhere to the sub- 
scription rights obtained by Marcus Wallenberg and to contribute the 
full 3,000,000 kronor. This was all the more necessary as the Société 
Générale was reluctant to take over the entire 23,000,000 kronor bond 
loan as had been planned, and insisted that Hydro ought to increase its 
share capital. “Considering all the operations that are now going on in 
the market it would be a great achievement if Finaly managed to find 
the necessary funds,” commented K. A. Wallenberg when he reached 
Paris on 11 November. Two days later the Société Générale agreed to 
undertake the bond loan in full, and by 20 November the remaining 
financial points had all been settled. The fact that the Crédit Lyonnais 
was to appear on the bond prospectus, though only as a selling agent, 
was noted by K. A. Wallenberg as new and significant. 

The following ordinary general meeting of Hydro not only passed the 
necessary resolutions to carry through the German agreement but also 
undertook a reorganisation of the administration of the company. The 
Comité de Paris disappeared and the board was reconstituted as a 
smaller body, with Marcus Wallenberg in the chair, G. Griolet as vice- 
chairman, and A. de Laselve, Moret, Eyde and Olsen as ordinary mem- 
bers. Important problems were to be referred to a representative body 
which included K. A. Wallenberg and two nominees of Badische. From 
Marcus Wallenberg’s point of view the most important gain was the 
appointment, which he had long been urging, of an administrative direc- 
tor to handle business matters. Harald Bjerke, the director of the Nor- 
wegian Employers Federation, was selected for this post. He demanded 
a high salary, but Marcus Wallenberg concurred, since, as he wrote to 
Knut, “the man is needed. Eyde has demanded the renewal of his con- 
tract and also claimed royalties for ten years after its expiry. I have 
opposed this and written to ask Finaly to oppose it also.” In the letter 
to Finaly he stressed that Eyde’s shortcomings had cost them dear. If 
Eyde had been the right man, neither Bjerke nor Scott-Hansen would 
have been needed. Eyde’s great qualities showed their worth to the com- 
pany through his occasional energetic interventions, but for the rest of 
the time he gave very little attention to its affairs. 
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Once the credit, the guarantee of the shares and the bond loan had 
been settled, the withdrawal of the Germans became possible. These 
were the first major commitments for SEB since 1907 and, though the 
Operation was regarded as a sacrifice in the difficult days when it was 
undertaken, it was to prove very rewarding. The conditions were laid 
down with the situation at its worst. The banks received 12.50 francs 
per new share, plus a bonus of 10 % payable in shares. The 5 % bond 
loan on the other hand was taken over at the very modest discount 
of 8.5 %. Of SEB’s allocation of 2,500,000 francs in bonds and 
4,183,000 francs in shares, the Landmandsbank took a sub-allocation of 
33 */s % and the Centralbank only 10 %. As early as December 1911 
Finaly was. able to report the success of the bond issue. In 1912 and 
1913 SEB had to pay in the greater part of the share guarantee as well 
as the whole credit, but the capital market was then becoming much 
easier and also Rjukan I was coming into operation. It was no longer 
necessary to worry where the money was coming from to pay the divi- 
dend on the large capital invested in Rjukan and by June 1912 the 
French were, as Marcus Wallenberg reported, “going full speed ahead 
with l’Azote. Prices have been rising on the Stock Exchange and there 
has been a good turnover.” By October 1913 all the new shares had 
been placed, with a gain for the SEB group of 255,000 kronor from 
bonus rights and profits on the sale of shares, together with bonus shares 
worth 51,000 kronor. 

The directors of Hydro maintained that with the financial year ending 
30 June 1912, when the new factory at Saheim came into operation 
supplied with power from Rjukan I, their company had come of age. 
They now held assets worth 106,912,000 kronor at book value. For 
further expansion it would not be necessary to spend any money on 
waterfalls, patent rights or means of transport. It was now much less a 
question than earlier of finding funds for a pioneer industrial venture. 
The profits in the following year, the first full year of activity at Saheim, 
were 4,605,000 kronor. Of this sum, however, 1,200,000 kronor were 
used for an extra-ordinary writing off of assets and the dividend for 
ordinary shares was merely raised from 5 % to 6 %. In October 1913 
it was decided to issue a new block of 83,333 shares at a price of 275 
francs, ie. at 110. The SEB group took 42 lots, amounting in all to 
19,697 shares. This group, including Providentia, formed the so-called 
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Azote consortium which borrowed money from SEB, at first in Provi- 
dentia’s name, to pay for these shares. That the consortium was not 
broken up until 1926 must be attributed to the war. Ever since 1907 
the SEB group had obviously been holding back but in 1913 it made 
considerable use of its right to subscribe for shares, perhaps because the 
risks were less and because there were increased reserves at the disposal 
both of SEB and of the market at large. 

The greater part of the finance for the development of Rjukan II was 
to be raised by a bond loan of 18,000,000 kronor but, as the issue was 
made a few days before the outbreak of war in 1914, it was only possi- 
ble to place about a third of the bonds. As a result a high proportion of 
the high profits made during the war had to be ploughed back into plant 
and buildings. Not until 1916 did the ordinary shareholders receive 8 % 
on their shares as the preference holders had been getting. By then Rju- 
kan II was complete and for several years the dividends continued to be 
increased. 

For the pioneers in the Norwegian nitrate industry the development 
of Rjukan was technically and financially the most difficult task they 
had to face. In the accomplishment of that task, SEB led by Marcus 
Wallenberg played a notable part in a number of different ways, e.g. by 
contributing from their own capital reserves and by bringing in foreign 
participants with capital resources. The management of the business had 
presented particular difficulties. Ten years after the foundation of Hydro, 
Eyde’s position as general manager ceased to be guaranteed by the terms 
of his contract. Attention was drawn to this fact by the French in No- 
vember 1915. 

Marcus Wallenberg’s poor opinion of Eyde was confirmed by an 
incident in Russia: Eyde was reported to have accused Sweden, whose 
foreign minister was now K. A. Wallenberg, before the Czar of a pro- 
German policy and of an aggressive attitude to Russia. After discussion 
with Olsen and Bjerke, Marcus declared that in order to avoid a conflict 
with Eyde it would be better to postpone further action for the time 
being; nevertheless when the time was ripe, Eyde should be completely 
excluded from the administration. Hydro could not exist on the basis 
of a series of brilliant coups; it required an integrated, consistent and 
calm administration. When it became still more obvious that Eyde and 
Bjerke could not work together, Marcus Wallenberg and Olsen took 
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action. A general meeting of the company in 1917 accepted the conse- 
quences of an agreement which Eyde had been compelled to consent to 
on 11 October. He relinquished his post as general manager, becoming 
honorary chairman of the board. If he engaged in any activity competing 
with or injurious to the interests of Hydro he would forfeit this position 
and most of his benefits, ie. his salary and royalties for the next ten 
years, subject to a maximum of 250,000 kronor a year. After this period 
he was to receive 100,000 kronor annually. It was felt that it was worth 
this not inconsiderable sum to be rid of Eyde, and it was also arranged 
that he should seem to have resigned of his own accord. A statement 
written by Eyde himself and describing his great services, was given a 
place in the board’s report. It was undeniable that he had rendered such 
services, but his gifts were of a kind no longer essential to the needs of 
Hydro. The promoter now had to give way to the manager. 


7. Difficulties with Orkla Grube AB 

In 1905 a consortium headed by Marcus Wallenberg subscribed 200,000 
kronor of new shares in Orkla Grube, a company led by Chr. Thams 
(p. 478). The company’s capital increased over the years until in 1911 
it amounted to 7,000,000 kronor, of which the SEB group’s holding 
only amounted to 649,000. The story of this undertaking shows SEB’s 
reluctance, characteristic of the years after 1907, to engage its resources 
in Norwegian industry. As with Hydro, however, much attention was 
devoted to the management of the concern, and SEB co-operated with 
German interests who had capital and were eager to extend their in- 
fluence. This time the Germans were SEB’s old opponents from the 
Norrbotten iron ore fields, L. Possehl & Co. of Liibeck (p. 346). The 
situation differed in that there was now no sign of any objection by SEB 
to their partnership in the firm or to their gradual acquisition of con- 
siderable influence over it. 

The Orkla company’s connexion with Possehl dated at least from 
1905, when Possehl’s firm arranged to survey the mines with a view to 
purchase, though this in fact did not come about. Instead the owners 
prepared to develop the veins which had been found to be larger than 
expected. In April 1907 it was decided to double the share capital.” 
The SEB group subscribed for their allocation and Marcus Wallenberg 


12 H. P, Lédrup in Lgkken Verk, pp. 268 ff. 
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also persuaded Axel Johnson to take 200,000 kronor of shares and 
Count von Hallwyl 150,000 kronor. In order to build the railway which 
was needed to convey the ore to the coast it was decided in October to 
raise a bond loan of 2,500,000 kronor. It was probably expected in the 
first instance that, as with the Tysse credit (p. 483), SEB and its 
associated Danish and Norwegian banks would take over the bond loan. 
But as this was the period of one of the crises in the international money 
market, Marcus Wallenberg, pointing out Kielland-Torkildsen’s dis- 
tinctly cool attitude, advised acceptance of an earlier offer of a loan 
from Possehl. The latter eventually took over a 5 % bond loan at 95, 
to be repaid in 15 years at 107. He also received the sole selling rights 
for the company’s products in Europe (excepting England, Norway and 
Sweden) with a 2 % commission, as well as the right to subscribe for 
shares and the right to nominate a member to the board. Possehl’s price 
for financial assistance was thus similar in part to that in the Swedish 
iron ore transaction (p. 346). The company was obliged to sell its prod- 
ucts through its financier and also had to give him an owner’s interest 
in the firm. 

In January 1909 more money was needed and this time Marcus 
Wallenberg offered the help of SEB. Hitherto SEB had only financed 
the share-holders’ consortium through loans which were now largely 
paid off, the balance due being 85,000 kronor. But SEB did not stand 
alone. The Centralbank, representing four Norwegian banks, and SEB 
together granted a credit of 1,500,000 kronor to the Orkla railway com- 
pany. Interest was to be paid at 17/2 % above the Norwegian discount 
rate and the credit was to be transformed later into a 5 % bond loan 
at 91. While he was making arrangements for this loan Marcus Wal- 
lenberg was also busy with improvements in the administration of Orkla. 
Thams did not seem to be quite the man for the job and Possehl found 
a German engineer, Friedrich Esser, who was installed as technical 
director. Within a fortnight a sharp conflict had developed between 
Esser and Thams, with the ultimate result that Thams resigned and 
Esser took his place. Marcus Wallenberg had been favourably impressed 
by Esser’s reports and wrote to Olrog, “We have really no other choice 
now but to rely on him.” To secure the necessary money for Esser’s 
plans he managed to get subscriptions for new shares worth 2,000,000 
kronor, and in 1910 Orkla obtained its first credit from SEB for 200,000 
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kronor. He also allowed Esser to investigate his oldest Swedish mining 
undertaking, AB Ryllshytte Zink- och Blygruvor, which had recently 
been running at a loss (p. 176). As a result the creditor banks enforced 
the resignation of the managing director, Gustaf Cornelius. Esser was 
asked to nominate a successor and the technical director at Orkla, N. E. 
Lenander was appointed. 

Marcus Wallenberg now devoted himself wholeheartedly to closer co- 
operation with Possehl to bring into operation the production and selling 
plans for Orkla worked out by Esser. The problem was to enrich the ore 
sufficiently to give it the sulphur content which would make it saleable. 
It seemed as if this could only be done by increasing the cost of pro- 
duction to a level above the selling price. Nevertheless, a long-term 
contract with a Ruhr firm was concluded on these terms. Esser hoped to 
compensate for the loss incurred on the enriched sulphur ore through 
profits to be made on the residual ore from which the sulphur had been 
extracted. This ore would still retain its full copper content and to make 
use of this ore Esser persuaded the Orkla partners in 1910 to set up in 
the Ruhr a concern called Kupferhiitte Bochum G.M.b.H., with a share 
capital of 400,000 RM. By the summer of 1910 the plant was suffi- 
ciently ready for production to begin. At the same time, however, a cer- 
tain reaction against Esser’s methods began to be felt. There was some 
annoyance at the replacement of Norwegian salaried employees and 
workers by Germans, and it was even suggested that the business was 
being deliberately mismanaged to suit German interests.” 

When these criticisms of Esser were brought to Marcus Wallenberg’s 
notice, the latter came to his defence saying that his critics must allow 
time for results to show. “I know”, he wrote to Léwenadler in June 
1910, “that Esser has been accused of playing a private game with 
Possehl. This seems to be quite out of the question as he is at least as 
insolent towards Possehl as he is towards his own board. I have no 
reason myself to complain about Esser’s behaviour, but then I always 
was as gentle as a lamb,—which perhaps you’re not aware of.” The 
anti-German press campaign which arose as a result of Eyde’s departure 
from Rjukan (p. 562) coincided with increasing resentment against the 
Germans in Orkla. Just as Marcus Wallenberg had regarded Eyde as 
the moving spirit in the former campaign, he now thought Thams to be 
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behind this one. This did not prevent him from admitting in a letter to 
Fearnley, however, that Esser had gone too far in discriminating against 
the Norwegians. He hoped that Possehl, who used Swedes to conduct 
his business in Sweden, would be able to put matters right. In the end, 
though admitting that Esser was right in his judgments, Marcus Wallen- 
berg persuaded him to withdraw his provocative statements about the 
superiority of German technicians over Norwegian. After this Fearnley 
and another Norwegian agreed to remain on the board. Marcus Wal- 
lenberg was not prepared to do as Possehl wished, however, i.e. to extend 
Esser’s authority still further. Possehl had added a further 1,000,000 
kronor in 1910 in return for 8 % preference shares, and in 1911 the 
same amount was again provided through a 6 % loan to be repaid at a 
price of 108. SEB and Possehl guaranteed the placing of the loan which 
meant a commitment for SEB of 396,000 kronor and a small loss. 

It is clear that Marcus Wallenberg regarded Esser as competent and 
reliable, a man who would use tough methods to remedy earlier weak- 
nesses and who would need support against the unpopularity that was 
bound to follow. Production figures alone would finally refute his 
critics. At the end of November 1911, however, there was a disastrous 
fire at the concentrate works at Orkla which almost brought an end to 
production. The fire insurance was far from being adequate to pay for 
the re-building of the plant, a state of affairs for which Esser was prima- 
rily responsible,’* and a reappraisal of his competence as manager be- 
came most urgent. Marcus Wallenberg arranged for a report by an inde- 
pendent outsider, August, the brother of Joseph Nachmanson. He was 
primarily a farmer, and trained as such, but he was also a partner in a 
firm of lawyers in Orebro. Marcus Wallenberg had used him once be- 
fore for an investigation of a mining company though he had no com- 
mercial or technical experience of mining. By 5 March 1912 Nachman- 
son’s main report was ready. It was based mainly on a survey of con- 
ditions at Orkla which he made on a visit at the end of February with 
Richard Julin. Careful investigation showed that the enriching opera- 
tions produced a concentrate of 37 % and not of 54 % as stated. This 
meant a loss on the refined ore of nearly 7 kronor per ton. And Orkla 
was bound for a further nine years to deliver 55,000 tons annually! It 
was wrong for all the ore to go through the mechanical concentration 
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process. If some hand picking were also done the concentrate workshop 
need only be one third the size of the old one. Costs could also be 
reduced in other ways. 

There was no longer any question of defending Esser. At a meeting 
in Berlin on 26 March 1912 Marcus Wallenberg forced through his 
dismissal. Neither then nor later, however, would he agree to take any 
legal action against Esser; such a step, he held, would do the company 
more harm than good. August Nachmanson was appointed as his suc- 
cessor with Lenander as technical director. It is probable that Marcus 
Wallenberg’s confidence in Possehl was somewhat shaken by this 
affair, and that he returned to his earlier, cautious attitude. In any case 
by August of that year he was busily engaged in promoting a consortium 
of the Scandinavian share-holders with the intention of preventing Pos- 
sehl from gaining control of the company. 

The disappointment caused by Esser was soon replaced by satisfaction 
with the achievements of Nachmanson and Lenander. These two made 
no attempt to sell goods which could not be produced at an economic 
cost, and bought themselves out of the contracts arranged by Esser. Even 
so they were able to report in January 1913 a profit for the previous 
year of about 1,000,000 kronor, enabling the company to declare its 
first dividend, 5 %. Geological tests revealed that the ore deposits were 
considerably richer than had been supposed and it was decided to invest 
more capital. The new issue of shares worth 1,750,000 kronor made in 
1913 was combined with a bonus issue of 5,250,000 kronor. Marcus 
Wallenberg wrote at this time: “It has not been considered politically 
expedient to raise the shareholders’ dividend, as this might create envy 
in Norway and arouse demands for higher salaries and even bring us 
into trouble with the authorities.” This statement must be viewed against 
the background of Norwegian public opinion which was at that time 
particularly hostile to foreign companies in Norway. Indeed, the general 
caution with which SEB committed itself to the Orkla business was also 
due to this state of affairs. To avoid committing their own resources too 
far the Wallenbergs sought co-operation with German financiers; but 
the outcome proved no more successful than it had done with Hydro. 
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INDUSTRIAL COMMITMENTS IN SWEDEN 


1. Stagnation and decline in business with electricity undertakings 
During the period 1900 to 1906 investments connected with the develop- 
ment of electricity had been a central part of SEB’s activities. Especially 
after the bank’s disengagement from the ore companies, electrical invest- 
ments increased, from 3,206,000 kronor in 1903 to 11,270,000 in 1906, 
when they accounted for 10 % of the bank’s total assets and 44 % of 
its own funds. These commitments resulted in only very small deposits. 
Developments during the next period are shown in Table XXIII. 


XXII. ELECTRICITY COMMITMENTS 1907—1914 


Amounts in 1,000 kr 


Norwegian Swedish Net 
Deposits Loans Deposits Loans lending 

1907 3,726 2,398 88 9,305 7,889 
6 08 1,476 3,337 57 9,655 11,459 
09 1,682 2,954 152 8,997 10,117 
1910 6,878 1,856 54 9,610 4,534 
11 262 1,296 187 11,640 12,487 
12 2,000 1,670 171 9,399 8,898 
13 69 2,547 380 6,125 8,223 
14 2,425 3,05 280 7,941 8,791 


These figures are partly explained by the stagnation in Norwegian 
electrical investment discussed earlier and the tendency of Hydro to be- 
come a deposit customer. It also emerges from these figures that the 
bank had ceased to engage an ever increasing proportion of its re- 
sources in Swedish electricity undertakings. Advances to such firms 
amounted in 1907 to 7 % of total assets, a proportion which was main- 
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tained for the next few years, the highest figure being 7.85 % in 1911. 
From that year the proportion fell rapidly, to 3.6 % in 1914. 

SEB’s main commitment was to Asea, and here the reconstruction of 
the firm which took place in 1903, together with Sigfrid Edstrém’s 
appointment as head of the firm, resulted in a great increase of activity. 
The bank advanced the necessary funds and by the end of 1906 had a 
debt in its books of 5,035,000 kronor; to this could be added a sum of 
1,500,000 kronor representing Providentia’s holding of three quarters 
of the shares of AB Skandinaviska Electricitetsverk, AB de Lavals Ang- 
turbin holding the remaining quarter. AB Skandinaviska Elektricitets- 
verk held almost all the 6 % preference shares issued in 1903, consti- 
tuting half Asea’s share capital. The result was that the bank now be- 
came in fact the dominant owner in Asea (p. 396). 

The bank was by no means disposed, however, to allow Asea to 
expand with the help of SEB funds longer than was necessary. Even in 
December 1906 Marcus Wallenberg was saying that Asea probably had 
more than enough to do and in July 1907 Edstrom, after a meeting 
with Marcus, was justifying in some detail the exact reasons why Asea’s 
debts had mounted. He pointed out that in one year invoices had in- 
creased by 50 %, deliveries of machinery had risen from 1,342 items 
generating 42,350 h.p. to 1,669 items generating 114,600 h.p., the 
latter including 4 generators for Svelgfoss, accounting for 42,000 h.p. 
Payments due on deliveries amounted to 600,000 kronor. During the 
current and previous years some 700,000 kronor had been spent on 
new plant, improvements and debt repayment. The increase of 828,000 
kronor in bank debts during the first five months of the year correspond- 
ed to an increase in stock worth 900,000 kronor. Asea was now, con- 
cluded Edstrém, “in an extremely favourable position and making good 
profits. It would be unwise to reject too many orders as this would allow 
foreign undertakings to get a firmer hold on the Swedish market.” The 
years following the recession in the autumn of 1907 were quieter, it is 
true, but the bank’s rather reluctant attitude suggested in Edstrém’s letter 
may have been part of the reason for the slower pace of expansion in 
that period. Asea’s turnover in 1907 was 12,330,000 kronor, compared 
with only 3,700,000 in 1903, but did not again rise appreciably until 
1912. In 1903 the number of employees had been 1,186, in 1907 it 
was 2,309, and in 1911 2,527. 1907 was also the year in which SEB’s 
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advances to Asea were at their highest. The time was ripe for Asea to 
seek financial help on the capital market. 

The year 1907 was the first since 1900 in which Asea earned enough 
to permit the declaration of a dividend. The profits amounted to 267,000 
kronor, though Edstrém maintained that the real figure was 1,200,000 
kronor. A beginning was made with dividends on preference shares and 
Edstrém promised that, if the losses incurred on the Svelgfoss generators 
(p. 556) and the Yngeredsfors power line (p. 378) were not excessive, 
he would be able to keep up dividend payments on two coupons a year 
until the arrears had been made up. He did in fact fulfil his intention 
and in April 1909 Marcus Wallenberg announced that it was only “a 
question of time before the ordinary shares reach par, their real worth. 
The preference shares are already changing hands at 140.” That he was 
still not quite happy about Asea, however, appears from a letter that he 
wrote to Frisk in April 1909 about the issue.of a new 57/2 % bond loan 
for 2,000,000 kronor. It should be possible to place the loan, he said, 
as there were always people “who preferred eating well to sleeping well.” 

In the annual report of the directors presented in March 1911 the 
hope was expressed that a dividend on the ordinary shares would be paid 
the following year. This prospect was used to increase the share capital 
of the company from 5,000,000 to 6,000,000 kronor and also to arrange 
a bond loan of 6,000,000 kronor. Most of the funds raised were used to 
convert earlier bond loans, the rest to reduce the bank loans. Both issues 
were apparently completed without any difficulty, showing that the 
capital market had regained its confidence in the firm. All this was 
bound to have an effect on Skandinaviska Elektricitetsverk. This com- 
pany’s original purpose had been to provide Asea with customers and 
it had fulfilled this function by setting up electricity works in one Danish 
and four Swedish towns. The construction work of the company seems 
to have gone quite well but was overshadowed by its function as a hold- 
ing company for Asea shares. Loans granted by SEB for practically no 
other purpose amounted originally to 2,446,000 kronor. This debt rose 
through compound interest until 1908 when Asea began to pay divi- 
dends on its shares. By the end of 1910 repayments and writing off had 
reduced the debt to 1,642,000 kronor. 

Once Asea had found its feet and its shares become saleable, there was 
no longer any reason for continuing the arrangement by which half its 


576 


ASEA 


share capital was kept on deposit with SEB as security for loans. More- 
over, there was now a properly functioning Stock Exchange in Stock- 
holm, as there had not been at the time of the Anlaggnings AB (p. 387), 
and this helped to reduce the share portfolios of the banks. In J anuary 
1911 a consortium led by Marcus Wallenberg took over 4,000 prefer- 
ence shares at 750 kronor, i.e. at 150, intending to re-sell them within the 
year. Despite the sluggish state of the market the consortium paid for 
its shares by December, and Skandinaviska Elektricitetsverk then also 
sold its remaining Asea shares, though only at 650 kronor. That this 
could be done was partly due to the fact that SEB was backing the bro- 
kers with credit. The books show an increase in the loans granted on the 
security of Asea shares, particularly to brokers, during the second half 
of 1911 and the first half of 1912. These new loans were almost entirely 
repaid within a year. Asea now ceased to be a company principally 
owned by a bank but became instead a concern owned by a large number 
of shareholders. This gave rise to a somewhat different attitude on the 
part of the bank. 

The first instance occurred in December 1910 when the bank gave 
notice of its intention to charge a fee on the overdraft granted, contrary 
to its practice since the 1903 reconstruction. This implied that the bank 
was no longer willing to support Asea with an abnormally cheap credit. 
One possibility of recouping previous losses lay in the sale of the 1,200 
shares held by Providentia in Skandinaviska Elektricitetsverk. Negotia- 
tions for the sale began with Asea in December 1911. After a good deal 
of hard bargaining Marcus Wallenberg persuaded Edstrém to agree in 
May 1912 to a price of approximately 1,525. The bank thereby received 
1,830,000 kronor for property which had originally cost 1,500,000. In 
other words, the capital had been recovered, but a very low interest had 
been earned. 

This can be said to have marked the end of the first stage in SEB’s 
business relations with Asea, one which had meant much difficulty and 
had tied up a great deal of money. In a narrow sense the bank could 
be gratified to have escaped without serious loss. On the other hand, 
from a wider point of view, these dealings had brought in considerable 
business in related fields, notably the very rewarding Norwegian trans- 
actions. Asea moreover was still in need of SEB’s help. A large expansion 
of the plant was being planned and in 1911 credits totalling 3,000,000 
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kronor were sought from SEB for this purpose. The bank replied that 
the security offered was not acceptable and that, in view of the risks 
involved, it was reasonable to impose a higher charge than the ordinary 
one of a 1 % fee plus interest; the correct way to raise money would be 
to issue shares even though this could only be done when the proposed 
new building had shown results; in compensation for the powerful sup- 
port given by the bank in granting credits on ordinary terms, it would 
have the right to guarantee up to 3,000,000 kronor of the eventual share 
issue in return for a 5 % commission. An agreement was reached in 
general conformity with these suggestions and in 1913 shares amount- 
ing to 4,800,000 kronor were issued, bringing the share capital up to 
12,000,000 kronor. The issue was many times oversubscribed and the 
bank as guarantor received 210,000 kronor in commission. This trans- 
action indicates the facilities afforded by the Stock Exchange to a con- 
solidated industrial concern, but it also shows that such a concern needed 
bank credits until the right moment came to enter the market. 

The bank’s second big electricity commitment in Sweden was to Ynge- 
redsfors Kraft AB. Here the intention was not only to obtain orders for 
Asea but also to ensure that AB Papyrus had all the power it needed. 
One prerequisite for this transaction was that the state should not start 
to develop the Trollhatte falls for several years more. Subject to this 
proviso a high price might be anticipated for the power produced, and 
it was expected that it would prove possible to pay off some of the sums 
spent on the plant. By transmitting at a higher tension (40,000 volts) 
than before, the loss of current on the long transmission line would be 
reduced. Calculations were based on cheap construction methods, such 
as the use of wooden pylons, and were estimated to come to no more 
than 1,500,000 kronor, but costs rose considerably as the project was 
expanded (p. 408). When construction was completed in 1907 it had 
cost 2,912,000 kronor. In 1906 the Riksdag had decided on the devel- 
opment of Trollhattan and competition from it might therefore soon 
have to be expected. 

It has already been intimated that Asea’s first deliveries to Yngereds- 
fors involved the company in a loss. This was due to faulty transformers 
and bad insulators on the transmission line. It took some time to diag- 
nose the weakness in the insulators: Gustaf Skog, the head of Yngereds- 
fors from February 1908, at first attributed the failing not to any tech- 


578 


YNGEREDSFORS 


nical fault but to sabotage, and organised a watch along the line. One 
pylon after another caught fire; the line could not even carry 22,000 
volts; a great deal of current was wasted. In December 1908 Asea under- 
took to replace the insulators without charge and the technicians iden- 
tified the faults in the planning which would have to be remedied. The 
cable in use was too thin to take the increased power made available by 
the steam plant at Varberg. To instal a heavier copper wire would cost 
300,000 kronor and would necessitate iron pylons costing a further 
500,000. On the other hand this would make it possible to sell an addi- 
tional 1,000 h.p. and would make available a further 63,000 kronor 
for amortisation. With an additional turbine at Varberg, the results 
would be even better. It was vital to reach a quick decision before 
Trollhattan came in and took some of the market. Edstrém wrote to 
Marcus Wallenberg that he found it painful to recognise these facts, but 
advised acceptance of Skog’s recommendation that the line should be 
properly reconstructed. 

At this stage SEB already had 3,663,000 kronor tied up in Yngereds- 
fors. With Trollhattan just about to offer serious competition, the bank 
was now confronted with a proposal to invest at least 800,000 more to 
ensure the interest on its first investment and to provide for some 
amortisation. Marcus Wallenberg seems to have viewed prospects more 
optimistically than the experts and the reconstruction of the power 
lines was carried out during 1909, though somewhat delayed by the 
general strike of that year. The bank’s total commitment now rose to a 
peak of 4,700,000 kronor. Meanwhile a representative of Trollhattan 
had already made inroads on the market. On behalf of Yngeredsfors 
Marcus Wallenberg did his best to avoid competition but the National 
Waterfall Board was not enthusiastic about the possibility either of an 
agreement or of the state purchase of Yngeredsfors at cost price plus 
interest. 

It was not until the financial year 1912-1913 that enough profits 
were earned to enable the company to declare a dividend—of 5 % 
on a capital of 800,000, the original capital having been doubled by a 
bonus issue of shares. This dividend was maintained for some years. 
The power station was enlarged in 1915 to provide an additional 3,000 
h.p. In 1916, under the influence of the war situation, an agreement was 
reached with Trollhattan. Yngeredsfors was allocated the distribution 
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of power south of Gothenburg, and a connexion was established between 
the two networks in order to reduce the need for steam power. The time 
was now ripe to prepare to shift the bank’s commitment. The bank took 
over a 54/2 % bond loan of 3,000,000 kronor about half of which was 
placed in the first year and most of the remainder in 1922-1924. The 
bank’s total revenue from this transaction was 382,000 kronor. At the 
same time a new issue of shares was made, increasing the capital by 
3,200,000 kronor; Asea subscribed for half this issue and retained al- 
most all its purchase, while Papyrus, on the other hand, disposed of its 
shares. SEB’s holding company, Investor, took over a block of shares 
of nominally 400,000 kronor. Yngeredsfors was in effect no longer the 
property of SEB and a burden on its portfolio. In the end the investment 
turned out to be profitable, but this contribution to the early phase of 
Sweden’s electrification kept a good part of SEB’s resources frozen for 
an unusually long period. , 


2. The telephone business: disengagements and new commitments 


As in the earlier years, SEB’s dealings with telephone businesses abroad 
during the years 1907-1914 are shown only partially in the usual loan 
accounts. The reason is that in the most important transaction, that with 
Svensk-Dansk-Ryska Telefon AB, SEB’s main contribution was made 
partly through Providentia, which during the previous period had put 
663,000 kronor into shares, and partly through the bond loan of 1905. 
Individual subscribers belonging to the SEB group do not appear to 
have been financed by the bank on this occasion. Providentia was in no 
way connected with the Mexican telephone transaction, however, and 
this was handled through a consortium. The loans which this consortium 
received from SEB reached a maximum of 450,000 kronor in 1907 and 
were repaid in 1909 and 1910. 

In 1909 Providentia began to unload its Russian telephone shares. 
In the preceding years SEB had been obliged for the first time to pay 
out large sums for this undertaking because of the failure of the 1905 
bond loan in France. Since the Banque de Paris had at first supplied the 
money needed, SEB was not seriously affected. In 1907, however, pre- 
sumably as a result of the shortage of money on the international market, 
the Banque de Paris demanded that SEB should begin to pay its own 
part of the bond loan. As a result in 1907 and 1908 SEB paid out no 
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less than 2,349,000 kronor on this bond loan. Unfortunately, the bank 
had to find this money in a year when it still had large sums engaged in 
electricity and timber undertakings. 

In view of the early excellent results produced by the Russian tele- 
phone company there was hardly any reason to anticipate difficulty in 
getting money back from these shares without incurring loss. But it 
seemed probable that greater advantage would be obtained by holding 
on. Both in Moscow and Warsaw the telephone systems continued to 
expand more rapidly than had been expected and it became necessary 
to raise more capital. In January 1908 it was decided that the company’s 
capital should be doubled by a new issue of shares at par, i.e. at 360 
kronor. A second issue for the same amount was also planned for the 
following year. Each issue gave to Providentia the right to subscribe for 
shares worth 828,000 kronor. The shares were taken up but at the same 
time shares also began to be sold. Total sales in 1909 brought in 100,000 
kronor and in 1910 the average selling price was 789 kronor. The big 
unloading of shares began in August 1910, when the operation was 
supported by means of loans to brokers against promissory notes and 
by allowing the shares to be used to some extent for dealings for the 
account. On the last day of the year, 4,972 Russian telephone shares 
were disposed of to stockbrokers for 3,897,000 kronor. 

In 1911 the remaining shares were sold and the brokers repaid their 
loans. Providentia’s engagement in Svensk-Dansk-Ryska Telefon AB 
was now concluded. It had already become possible in 1910, when the 
stipulated drawing of bonds began, to place a number of bonds on the 
capital market, thereby bringing in 608,000 kronor. In the same year 
Providentia’s remaining shares in L. M. Ericsson were also sold for 
585,000 kronor. This was the last operation in a series which in a very 
short time provided SEB with so much money that the Russian telephone 
transaction made no demands at all on the bank’s own resources. Instead 
great profits had accrued which, though they belonged nominally to 
Providentia, in fact served to increase the bank’s means. Over the years 
the Russian telephone shares produced a net profit of 3,044,000 kronor 
and the L. M. Ericsson shares 1,904,000. The bank retained a number 
of bonds which were sold only gradually. Indeed between 1915 and 
1917 SEB contributed further sums by taking over a quantity of bonds 
from the Banque de Paris. As the French exchange rate was favourable 
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this was done cheaply and the profit on the transaction can be reckoned 
at 189,000 kronor. The net gain on the Russian telephone bonds, after 
operations had finally been concluded with the last repayment of bonds 
in 1919, was 339,000 kronor. 

It is particularly remarkable that this transaction proved so profitable 
as the amortisation during the later years had to be made by a company 
whose standing was gravely affected by war and revolution. The main 
explanation is of course that such a bond loan had first priority. 

In 1911 credits were granted to Stockholms Allmanna Telefon AB 
and to Svensk-Dansk-Ryska Telefon AB and by 1912 these amounted 
to approximately 3,500,000 kronor. The credits mostly took the form 
of bills made out in francs which SEB rediscounted with the Banque de 
Paris and the Banque des Pays du Nord, the result being that SEB’s 
own resources were hardly used at all. This is an instance of a credit 
arranged through the French market by the.method which at this stage 
had to some extent taken the place of bond loans (p. 532). After the 
outbreak of war in 1914 SEB was itself obliged to sustain the credits to 
the telephone companies and the commitment rose in half a year from 
426,000 to 5,421,000 kronor. 

The leaders of the bank still remained closely connected also with the 
foreign development of telephones. In the spring of 1914 Marcus Wal- 
lenberg was busy with investigations into the possibility of setting up 
telephone networks in China in association with the Danish company 
Det Store Nordiske Telegrafselskab, and with Allmanna Telefon AB 
and AB L. M. Ericsson. Nevertheless Russia continued to be the main 
centre of interest. Marcus Wallenberg appears to have been responsible 
in 1914 for placing half the shares in L. M. Ericsson’s Russian telephone 
manufacturing company in Russian hands. Even after the outbreak of 
war both Marcus and K. A. Wallenberg were trying to secure a prolon- 
gation of the concessions granted to Svensk-Dansk-Ryska Telefon 
AB.* They were not successful and the Moscow network was taken 
over by the Russian Government in 1917 in accordance with the terms 
of the concession. The revolution brought long delays in the negotia- 
tions to settle the take-over price and in the end no compensation what- 
ever was paid. In Warsaw the Germans took possession of the telephone 
system when they occupied the town in 1915; great losses were incurred 


1 H. Johansson, Telefon AB L. M. Ericsson, pp. 153 f. 
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and the compensation agreed with the new Polish state was inadequate. 

Those telephone transactions with Russia which were not completed 
before the outbreak of war must have brought considerable losses to 
concerns engaged in them, and the shareholders of Svensk-Dansk-Ryska 
Telefon AB lost everything. In 1917 Investor held 1,959 shares, K. A. 
Wallenberg 2,334, and Marcus 788. SEB does not appear to have in- 
curred any serious loss as its recent loans had been taken over by All- 
manna Telefon AB and AB L. M. Ericsson, which amalgamated in 
1918. 

In their first stage SEB’s telephone transactions had proved extremely 
lucrative and, while the high profits did not continue, hardly any losses 
were subsequently incurred. In the later stage the bank was not provid- 
ing finance for concerns still in their first, experimental stages, but was 
now enabling them to build on well established foundations. Such enter- 
prises could bear their own risks—in the circumstances political risks. 


3. Reorganisation of Nordiska Traévaru AB 


Against those profits from telephone and waterfall transactions during 
the first part of this period, SEB had to set the losses incurred in forestry 
commitments. This business had been largely undertaken at the request 
of William Olsson. One of the oldest commitments at the end of 1906 
concerned AB Bodtraskfors in which Olsson held a majority of shares 
(p. 340). There was an outstanding loan to Axel Burén of 850,000 kro- 
nor which had financed the Wallenberg brothers’ purchase of 200 shares 
in the company, as well as a loan of 978,000 kronor to the company 
itself, mainly on the security of bonds of Nordiska Travaru AB. The 
bank had itself committed 2,828,000 kronor in these bonds? plus 
645,000 kronor in direct loans to Nordiska Travaru AB. In addition 
the engagement in William Olsson & Co increased the old forest com- 
mitments to a total of 5,927,000 kronor. Then in 1906 Kopparberg- 
Hofors became a significant commitment, with total loans of 5,281,000 
kronor, and there was a completely new one of 8,900,000 kronor con- 
cerning Wifsta Varf. These advances brought the total timber investment 
at the end of 1906 up to 20,108,000 kronor. If the bond transactions 
are not counted the figure is 17,925,000 kronor or 15 % of the bank’s 


2 including cost of 649,000 kronor (nominal value) 41/2 % bonds sold abroad through 
the Crédit Lyonnais with an obligation on SEB to repurchase at par. 
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Amounts in thousands of kronor 
Fe Ee I Ne een 


Loans, as % of SEB’s 


Deposits Loans Balance Own 
Sheet Total Funds 
1907 795 20,660 16 76 
08 187 23,614 18 83 
09 628 5 29,002 20 92 
1910 885 20,559 14 54 
11 450 17,403 12 39 
12 190 7,810 5 17 
13 179 3,471 2, 6 
14 251 6,261 3 11 


balance sheet total, and 67 % of its own funds. The total commitments 
to electricity of 11,270,000 kronor no longer represented the bank’s 
largest engagement. As both these big timber commitments of 1906 
were intended as short-term transactions, the figures could be expected 
to drop quite soon. The actual development during the next period, 
however, was as shown in Table XXIV. 

Just when there was some stagnation during these years in the com- 
mitments to the electrical industry (p. 574), the timber business was 
requiring ever-increasing funds until at the peak in 1909 they amounted 
to one-fifth of the bank’s balance sheet total and nearly equalled the 
bank’s own funds. One reason was the crisis of 1907, culminating in the 
great fall in prices of 1908. When prices had risen somewhat, recovery 
was further delayed by the great strike of 1909. Under these circum- 
stances it must have been very difficult to sell forest property which 
had been bought in the earlier period of high prices. One source 
of relief was that the money market throughout these years was easy. 
Nevertheless it is obvious that such a concentration of the bank’s re- 
sources in one sector must have been disturbing for the bank’s leaders 
and made them anxious to withdraw. The first concern was to keep a 
very watchfull eye on these concerns and if necessary to take over their 
management. As early as February 1907 Marcus Wallenberg wrote, 
primarily in connexion with difficulties arising at Kopparberg-Hofors, 
that they would have to start to train “someone able to step in if neces- 
sary either at K-H or Wifsta or Hofors. I have proposed that we try 
brother Axel.” He would receive 5,000 kronor a year from Providentia 
“as he is now starting his apprenticeship in earnest. Axel and I have 
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agreed that if he can’t make good he’ll get what’s called the order of the 
boot.” 

Nordiska Travaru AB was not on the list of possible fields in which 
the young cavalry subaltern, Axel Wallenberg, might win his spurs be- 
cause, though SEB had lent it considerable sums of money, the bank 
owned no share in it. From 1905 onwards this company had been run- 
ning at a great loss. It had from the first been financed largely by bond 
loans and these bonds—particularly those of the 51/2 % issue—were 
soon in danger. No bonds had been placed on the capital market and 
the banks remained the company’s chief creditors. At a meeting of the 
creditors in December 1907 twelve Swedish banks were represented, 
with a total holding of 54/2 % bonds worth 4,543,000 kronor. SEB had 
bonds for 2,616,000, the Sundsvall bank for 581,000 and Bank AB 
Stockholm-Ovre Norrland for 468,000 kronor. 

SEB was in fact the bank with the greatest interests to safeguard. The 
favourable state of the timber trade in 1906 had not appreciably helped 
Nordiska Travaru AB. The company’s own felling continued to de- 
crease, making it necessary to buy more timber. Then there were strikes 
of lumber workers on the Kemi river, and heavy interest payments had 
to be made on the big loans. At the beginning of 1907 the Harndsand 
bank, which had outstanding debts of 2,390,000 kronor to collect, 
refused either to renew its credits or to make available the working 
capital needed for the winter. Marcus Wallenberg agreed to a temporary 
arrangements but to make the company “credit-worthy and able to bor- 
row the necessary working capital”, he proposed a reorganisation. The 
51l2 % bonds should be converted into preference shares, the preference 
shares into ordinary shares and the old ordinary shares written down to 
one tenth. William Olsson and the board of the company resisted the 
transfer of power implied in these proposals by selling at 250 the com- 
pany’s holding of Lulea Jarnverk shares which at the moment looked 
promising. The sum received for this sale sufficed to pay off the debt 
to the Harndsand bank, while the latter not only financed the buyers, 
Bodtraskfors, but also lent Nordiska Traévarubolaget 1,000,000 kronor 
as working capital. Price & Pierce and SEB each advanced about the 
same sum, the bank doing so principally against the security of a ma- 
jority holding of shares in Tére AB. Hofors was given the right to take 
over Nordiska Travaru AB’s share in the Wifsta Varf transaction at a 
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price which brought a profit of 1,000,000 kronor to Nordiska Trévaru 
AB; payment might take the form of 200 Bodtraskfors shares. 

After repeated demands from Marcus Wallenberg for reconstruction 
it was eventually decided that Hofors should take over the company’s 
Wifsta Varf commitments. This meant financing through SEB. A fa- 
vourable aspect of the situation was undoubtedly the fact that Provi- 
dentia had just received 4,240,000 kronor from the sale, arranged by 
William Olsson, of its shares in the Gavle-Dala railway (p. 511). Hofors 
paid by taking over loans and by handing over 200 shares in Bodtrask- 
fors which had obviously been received from the Wallenberg brothers, 
thereby releasing them from this engagement. Preliminary arrangements 
for reorganisation were begun at a big conference of creditors under the 
chairmanship of the head of the Riksbank on 16 October 1907. At this 
meeting a moratorium was declared until the end of the year and a 
supply of working capital was promised for the coming year. This help 
was granted on condition that the holders of preference shares deposited 
them with two trustees who would protect their interests in any reor- 
ganisation of the company. The two trustees were C. M. Victorin, a 
wholesale merchant, and J. Hellner, a former Judge and Cabinet Minis- 
ter, who was at the time the secretary of The Swedish Wood Exporters’ 
Association. This plan was not realised because the chief shareholder, 
the Kalix syndicate, was too slow in replying. The moratorium was 
prolonged until 20 January 1908 in the hope that an appeal to the 
government might help matters. Above all it was hoped that permission 
would be given for more timber to be cut than the existing law allowed. 
It has been noted earlier that the measures, initiated by Carl Lindhagen, 
against the exploitation of the Norrland forests seriously affected this 
company in its attempt to make use of its own forest property (p. 487). 
Carl Lindhagen now threatened that if the appeal to the government 
was successful, he would take up the matter in the Riksdag. 

The appeal was in fact rejected. At this time two economic phe- 
nomena were causing ever-increasing alarm in Sweden: one was the 
existence of trusts; the other the ownership by companies of Norrland 
property. Nordiska Trévaru AB represented both of these and there- 
fore its shareholders could expect no help from the government; on 
21 January 1908 the company suspended payments. A general meeting 
of creditors agreed to a moratorium until 15 May and in the meanwhile 
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took over the administration of the company. Among the administra- 
tors were O. V. Lundberg, C. M. Victorin and Axel Wallenberg. They 
found that the company’s debts against special security amounted to 
14,319,000 kronor but that the securities were worth only 8,194,000 
kronor, which meant a value for the 5"/2% bonds of no more than 
8.36 %. If the firm went bankrupt not even these values could be 
secured and it was therefore proposed that the creditors should form a 
consortium to take over and manage the property. New plans would 
have to be made for timber felling, and a bigger sulphate factory would 
have to be erected to make use of the smaller timber and the waste 
from the saw-mills. It was also suggested that in the new company the 
4/2 % bonds should remain at half their value; the other half should 
be replaced by shares to an amount of 80 %; the 51/2 % bonds and 
certain other claims without priority should be replaced by shares at 
10 % of the nominal value. 

Not even the holders of preference shares retained any property. 
Bonds on the security of a first mortgage—a type never before in any 
danger—were to be partially exchanged for shares, and below full value. 
This was to enable the holders of other bonds to receive at any rate one 
tenth of their claims in shares. In a letter to O. Rydbeck, then head of 
the Harndsand bank, Marcus Wallenberg pointed out the desirability of 
avoiding a bankruptcy through the reconstruction. There would then 
be some hope that new subscriptions could gradually be arranged for 
shares to raise capital for a sulphate factory. The immediate need was 
to render the concern credit-worthy without any further commitment 
of cash. In May 1908 Baltiska Travaru AB was founded with a 
share capital of 2,628,000 kronor, instead of the 7,073,000 of its prede- 
cessor. The old company had needed to pay interest on a bond debt of 
10,537,000 kronor, whereas the new company only had to service a 
debt of 3,356,000, and that at the low interest rate of 4*/2 %. Bonds to 
the value of more than 1,000,000 kronor and a majority holding of 
shares of 1,397,000 kronor came into the hands of SEB or Providentia, 
through direct exchange for bonds and claims, or by purchase. Axel 
Wallenberg was appointed managing director. 

It has already been mentioned in connexion with the writing down 
policy adopted by the bank that a great part of the losses incurred by 
SEB on Nordiska Travarubolaget were covered by Providentia (p. 511). 
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The total holding had been 1,741,000 kronor in 47/2 % bonds and 
2,656,000 kronor in 51/2 % bonds; these had cost the bank 1,672,000 
and 2,194,000 kronor respectively. In return for these and certain other 
claims, Baltiska Trivaru AB bonds worth 1,044,000 kronor and shares 
worth 925,000 were now received. Other losses have been given as 
256,000 kronor. These figures signify a total loss of more than 
2,150,000 kronor, greater than any that had arisen since the 1880s 
when Hofors and Atlas had been the problem children. The commit- 
ment in Nordiska Travaru AB was unique in that it began essentially as 
a bond transaction, i.e. one which normally contained very little risk. 
The record losses incurred were therefore all the more remarkable. 

The opportunities afforded by Baltiska Travaru AB were used with 
the greatest of care. The reconstruction did not bring any fresh funds 
to the company and the resources of SEB were hardly used at all. Until 
the end of 1911 onwards the bank figures show that money placed on 
account by the company was greater than its borrowing. Clearly SEB 
was reluctant to invest more money until it was certain that the firm 
was going to make good. Some profit was made in 1909, but until 
1914, when a 4 % dividend was given, all profits were ploughed back 
into the concern. In 1915 the dividend was increased. Out of its own 
funds the company paid Providentia 600,000 kronor for 1,995 shares 
in Travaru AB Tornea, which had belonged to Nordiska Travaru AB 
but had been forfeited at the reconstruction. It had not been possible to 
begin to realise the plans for a pulp factory until 1911 when, in asso- 
ciation with Tore AB whose majority shareholding had also fallen into 
the hands of Providentia, Baltiska founded Lulea Triasliperi AB; this 
company built a new factory in Lulea. In the same year Baltiska sub- 
scribed for shares in a Finnish timber company costing 250,000 Finnish 
marks. The company’s needs now began to exceed its resources and its 
loans from the bank rose above its deposits, reaching 1,938,000 kronor 
in the summer of 1913. SEB also advanced funds to Lulea Trasliperi 
and the plans for a sulphate factory were realised in 1913. The opera- 
tion was conducted through Norrbottens Sulfat AB, a separate company 
which nevertheless had a joint manager with the other companies in the 
person of Axel Wallenberg who seems to have handled these transactions 
with increasing independence. 

In the summer of 1913 SEB’s holding companies disposed of their 
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shares in Baltiska Travaru AB. The books of Providentia and Civitas 
show that on 15 July these companies sold 1,551 and 9,000 shares 
respectively, receiving in all 1,450,000 kronor, i.e. only 137 kronor 
each for shares of a nominal value of 180. Among the buyers were Kalix 
Travaru AB, Axel Wallenberg and Price & Pierce Ltd. The buyers 
received loans totalling 795,000 kronor from SEB on the security of 
9,799 of these Baltiska shares. They had in effect formed a consortium 
without SEB’s leaders. The various Norrbotten companies which have 
been discussed here were later amalgamated with Baltiska Trivaru AB 
shortly before it sold out, in 1918, to AB Ytterstfors-Munksund. The 
1913 transactions meant that SEB’s losses on Nordiska Trivaru AB 
were even greater than those incurred in the reconstruction, and that all 
hope of regaining the losses was abandoned. 


4. The consolidation of Wifsta Varf and Kopparberg-Hofors 


In the big new transactions of 1906 the SEB group obtained half the 
shares in Wifsta Varf and Kopparberg-Hofors Sagverks AB. The actual 
owner of these shares was Hofors AB, a separate company which was 
almost entirely in the hands of Providentia, but all the finance was 
provided by SEB. As SEB had also lent a great deal of money to the 
other owners, Nordiska Traévaru AB and Arvid Hernmarck respectively, 
it had a preponderance of power in both Wifsta Varf and Kopparberg- 
Hofors. To these two businesses together it had committed more than 
14,000,000 kronor, over half its own funds. It is probable that, as with 
earlier forest enterprises originated by Willam Olsson, the purpose was 
the quick sale of forest property which was not required, in order to 
recover a substantial amount of the money spent, while at the same 
time leaving the enterprises with more convenient properties than before. 

No significant sales of property were made from Kopparberg-Hofors, 
however, partly because of the general economic crisis. No dividend 
was issued for 1908 and by the end of that year the debt to SEB had 
risen to 10,011,000 kronor. In February 1907, before the crisis, Mar- 
cus Wallenberg was already writing to Knut, “the organisation of Kop- 
parberg-Hofors leaves much to be desired. I am afraid that the great 
natural resources are being too expensively developed.” He went on to 
mention his plan to train Axel Wallenberg so that he could take charge 
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of the timber business (p. 584), and spoke of a further plan to build a 
sulphate factory at Kopparberg-Hofors. The question of leadership was 
complicated by the fact that Arvid Hernmarck, the co-owner, was en- 
titled to the position of managing director under the terms of an agree- 
ment, subject, however, to his ability to do the job. In July 1908 Marcus 
Wallenberg told Per Eriksson at Hofors that they could no longer “allow 
debts to pile up in this way.” Erik Ljungberg, the head of Stora Kop- 
parbergs Bergslag, who had made an enquiry, said that the Kopparberg- 
Hofors assets had been overvalued. This weakened Hernmarck’s posi- 
tion and at the beginning of December 1908 Ernst Tigerschidld (who 
had some years earlier, through Marcus, become head of the jute factory 
at Sddertilje) was appointed a member of the board of Kopparberg- 
Hofors. “This may well be a red-letter day for K-H,” wrote Marcus to 
Knut. “The existing management would never have made good; they 
just haven’t the economic grasp.” This view was confirmed six months 
later when Richard Julin scrutinised the books of the company and 
found that results at Storviks sulphite factory were worse than the ac- 
counts showed. This report reached Marcus Wallenberg when he had 
just heard that a certain Emil Lundqvist, an engineer apparently with 
remarkable powers of leadership, was available. Edstrom had used 
Lundqvist at Asea where he had reorganised production, but he had 
left after only a few years to take charge of the Volta electricity com- 
pany at Reval. In the spring of 1908 Marcus Wallenberg heard that he 
had resigned his post, and immediately got in touch with him. Lund- 
qvist’s complete lack of experience with timber clearly made no dif- 
ference at all and in September he was appointed acting manager. Frisk 
and Tigerschidld left the board to be replaced by Marcus Wallenberg 
and Per Eriksson. Hernmarck remained both as a member of the board 
and as managing director. In fact, however, he was deprived of the 
leadership and was joined on the board by men of greater calibre. 
Hernmarck’s abilities were now used by the bank in quite a different 
sphere, that of international property transactions. His first task was 
concerned with Wifsta Varf. The 1906 purchasers had to use produc- 
tively a share capital of 20,880,000 kronor, half of which was in the 
form of 6 % preference shares. It was hoped that the sale of standing 
timber would provide the means to call in the preference shares and 
to build a sulphite factory. However, the 1906 sales realised less than 
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half the estimated 6,000,000 kronor and sales in the next two years 
brought in only 1,770,000 and 365,000 kronor respectively. For Wifsta 
Varf as for Kopparberg-Hofors the crisis of 1907 and the subsequent 
bad years for the timber trade had to be faced by these companies with 
their total share capital in the hands of banks as security for maximum 
loans. The situation was also reminiscent of Asea’s position during the 
post-1900 depression. Dividends on ordinary shares were abandoned 
for 1908, a move which hurt Hofors who, in order to help Nordiska 
Travaru AB, in October 1907 also had taken over the latter’s half share 
in Wifsta Varf (p. 585). 

Apart from changes in leadership, the recipe for putting the timber 
firms on their feet again was the more intensive use of timber through 
the production of cellulose. Money had to be borrowed not only for 
investment, but also in order to pay the interest on the loans for the 
purchase of shares. SEB’s commitment with Wifsta Varf rose to 
10,794,000 kronor at the end of 1908, partly because the interest on 
the Hofors loans could not be paid and partly because a start was made 
with the plans for a cellulose factory. In February 1907 Knut Sundblad, 
an expert on cellulose who had been running the Stora Kopparbergs 
Bergslag plant at Skutskar, was appointed manager. He took respon- 
sibility for the building of a sulphate factory at Wifsta to use bad timber 
and sawmill waste. Marcus Wallenberg wrote, with reference to the 
successful conclusion of the Ferna bankruptcy (p. 132), “Sundblad is 
going to be another Rogberg. He knows how to take care of the pence.” 

Sundblad lived up to expectations and when depression returned 
there was never any question of his being replaced. It was obviously with 
his full agreement that in the winter of 1909 the majority group began 
negotiations through Hernmarck with Edw. Lloyd & Co. Ltd. of Lon- 
don for the sale, either in whole or in part, of Wifsta Varf. Unless some 
of the property could be sold, Marcus Wallenberg maintained, Hofors 
would sink under the load of interest payments on its loans. There was 
no question, however, of selling at a loss. Lloyds called for an expert 
survey of the property in the summer of 1909 but then offered a price 
which came nowhere near that demanded. Marcus Wallenberg blamed 
the general strike in progress “which has been so written up in the 
foreign press that you might believe Sweden to be on the brink of revo- 
lution.” 
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SEB had to use its own resources if it was to increase the profitability 
of Wifsta Varf by manufacturing more highly developed products. It is 
in this context that Wifsta’s decision to build a sulphite factory at Fager- 
vik must be seen. With a productive capacity of 38,000 tons this factory 
became the largest of its kind in Sweden and, when completed in Janu- 
ary 1912, it had cost about 4,000,000 kronor. SEB had now given credit 
not merely to the holders of the Wifsta shares but to the firm itself and 
Wifsta’s debt to SEB rose from 609,000 kronor at the end of 1908 to 
4,392,000 three years later. These funds were provided over and above 
those already locked up in the timber industry. It should also be remem- 
bered that the rising trend in the bank’s deposits was interrupted by a 
fall in 1909 (p. 54). These facts make more comprehensible the great 
reduction during 1910 of certain commitments where conditions were 
favourable, i.e. the Norwegian waterfalls and the Russian telephone 
transactions (pp. 547 and 581). These had already promised well in 
1909 and it was undoubtedly very important for SEB that it could count 
on this foreign income in a year when, despite the injurious effect of the 
strike on the whole Swedish economy, it nevertheless decided to invest 
a further sum in Wifsta. 

In the second half of 1910 the bank’s nominal commitment with 
Wifsta fell from 14,986,000 to 6,595,000 kronor. This involved little 
real relief to the bank, however, since it was the result of writing down 
values and of a reorganisation of Hofors’s financial position. This com- 
pany owned Wifsta shares with a nominal value of 8,640,000 kronor 
and a book value of 10,000,000, an absurdly high valuation for shares 
which were not bringing in any dividend, having arisen evidently because 
some of the bank interest had been added to the loans. Just before the 
end of 1910 Providentia, having borrowed the necessary money from 
SEB, bought these shares for 6,640,000 kronor, of which K. A. and 
Marcus Wallenberg and Per Eriksson took 40 %. Hofors received an 
additional 2,600,000 kronor for the shares, taken from the profits re- 
ceived by Providentia on a transaction in which SEB allowed Provi- 
dentia to acquire for 100,000 kronor a Skandinaviska Elektricitetsverk 
promissory note for 2,100,000 kronor (p. 576), and to buy for 12,500 
kronor shares in Baltiska Travarubolaget with a nominal value of 
612,540 (p. 587). In fact the bank covered a considerable part of Ho- 
fors’s losses by the use of securities previously written down which looked 
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as if they might recover some of their value. Providentia had earlier 
bought 500 Wifsta shares and in December 1911 transferred all its 
5,684 Wifsta shares to Civitas, the bank’s newly-formed German hold- 
ing company. Hofors also sold to this company for 2,948,000 kronor its 
2,874 preference shares in Wifsta (p. 516). As these had been entered 
at 3,185,000 kronor in the last balance, there was some loss on these 
also. It was in the interest of Hofors that the Wifsta engagement had 
first been undertaken but, despite SEB’s intervention, Hofors made some 
losses. Wifsta Varf was far from ready for transfer to the capital market. 

This was also true of Kopparberg-Hofors. No dividends were declared 
but by the end of 1910 the company was in debt to the bank for 
13,317,000 kronor while its share capital was no more than 4,000,000. 
Indeed Marcus Wallenberg had to intervene to prevent Kopparbergs 
Enskilda Bank from reducing its credit. He received a half promise of 
the same credit as before “when it appears that the company is con- 
tinuing to improve its position.” This referred to the success already 
achieved by the new head of the firm, Emil Lundqvist. It was less re- 
markable that he turned a loss of 76,000 kronor in the year of the strike 
into a profit of 352,000 in 1910 than that in 1911 the profits were more 
satisfactory still, reaching 1,400,000 kronor. Relations between Lund- 
qvist and Hernmarck, however, were going from bad to worse. Marcus 
gave his unqualified support to Lundqvist, saying that he was essential 
to the firm. Various attempts at reconciliation were made with the help 
of Frans Kempe, but the decisive factor was evidently the fact that SEB 
could at any time call in the loans which had enabled Hernmarck to 
acquire much of his half of the share capital. These internal difficulties, 
together with the size of SEB’s commitment—12,843,000 kronor in 
1910—explain why also Kopparberg-Hofors was offered for sale abroad, 
Hernmarck discussing the matter with Lloyds. 

Towards the end of 1911 Joseph Nachmanson helped in an attempt 
to dispose of the company to a French consortium, while Carl Frisk who 
had recently become head of the Handelsbank was also working in a 
similar direction (p. 539). A large bond loan, of which the Handelsbank 
was to take half, was expected to ease matters. Marcus Wallenberg re- 
garded it as a serious threat that Hernmarck might get the upper hand 
if other banks undertook to finance him. “Then it will be our turn,” he 
wrote to Joseph Nachmanson, “to sell our shares, cut our losses and 
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run.” Before long, however, events took a different turn, probably 
through the initiative of Nachmanson. Marcus Wallenberg was soon 
able to report to Per Eriksson the success of an attempt to relieve Hofors 
of the load of Kopparberg-Hofors shares. It would take too long, he 
wrote, to explain exactly how “this miracle has been achieved, but the 
sale was made possible by securing 9 mill. kr. of new subscriptions in 
K-H, and by the co-operation with speculators on the Stock Exchange 
who hope that they can arrange the price for the shares and thereby 
realise a profit on them.” The deal had to be kept absolutely quiet as 
premature disclosure wourld harm both Hofors and “the gentlemen of 
the Exchange”. 

A consortium was formed to sell at a minimum price of 120 kronor 
per share (i.e. at 20 above par) the whole share capital of 15,000,000 
which it was assumed Kopparberg-Hofors would get after a new issue 
of 9,000,000 kronor and a bonus issue of 2,000,000 kronor. In the 
consortium Providentia answered for 50,000 shares, Diligentia 10,000, 
AB Alb. Séderberg & Co. and the banking firm of Alfred Berg 20,000 
each, AB Prudentia of Malmé, Theo. Dieden & Co., Kommanditbola- 
get Hagberg & Co., the banking firm of G. A. Kyhlberger and Nils 
Persson 10,000 each. The profits of the consortium would be all receipts 
above 110 per share. Hernmarck had already agreed that, if the new 
subscriptions were secured and all shares of the company disposed of at 
par or over, he would forego in favour of Hofors the 1,000,000 kronor 
allocation of bonus shares which would fall to him. When the consortium 
was set up he sold all his shares to Diligentia and retired from the board. 

The use made of the lively stock market which characterised this year 
(p. 501) meant not only that the shareholders succeeded in selling their 
shares but also that Kopparberg-Hofors was able to repay a substantial 
part of its bank debts. Hernmarck gave up all his interests in the firm 
and on such terms that Hofors got full advantage of all the improvements 
resulting from Emil Lundqvist’s good management. An account was 
opened in Diligentia’s name to finance the operation; from this it appears 
that the Hofors half of the share capital was bought for 3,600,000 kro- 
nor, more or less what the shares had cost Hofors in interest and capital. 
Lundqvist received 100,000 kronor as a reward for his services. Another 
item, 520,000 kronor to SEB in compensation, was entered in the bank’s 
commission account. When after six months the consortium had suc- 
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ceeded in placing all the shares, the agreed 10 % profit was distrib- 
uted, though Providentia only received 150,000 kronor instead of 
500,000 while Diligentia received its full 100,000. When all expenses 
including interest had been covered, 1,268,000 kronor still remained 
and this was entered in SEB’s commission account. The placing of the 
Kopparberg-Hofors shares thus resulted in a profit for SEB and its hold- 
ing companies of 2,038,000 kronor together with the income from in- 
terest and brokerage. Once Hofors had withdrawn without loss the bank 
took the profit, thereby gaining compensation for most of its losses on 
Hofors’s Wifsta shares. 

It should be noted in connexion with the quick placing of the shares 
that a great number were subscribed by companies or individuals closely 
connected with SEB. Of the 85 private individuals who bought through 
SEB, subscriptions amounting to 1,100,000 kronor came from members 
of the Wallenberg family or other persons on or connected with the 
board of SEB. In all the SEB group paid in 3,120,000 kronor of which 
1,800,000 was accounted for by the holding companies—i.e. less than 
the profit which the transaction brought in to them and to the bank. 

The arrangement with the brokers over the Kopparberg-Hofors shares 
stimulated the idea that something similar might be done for Wifsta 
Varf. The investment which was most likely to make this concern profit- 
able, its sulphite factory, had been proceeding since January 1912. All 
seems to have gone well; profits more than doubled in 1912 and even 
the ordinary share holders received a 6 % dividend. Marcus Wallenberg 
and Per Eriksson had drawn up a plan in June 1911 to minimise the 
extent of timber commitments by applying methods already tried, i.e. 
intensive felling combined with property sales. A minute from Marcus 
Wallenberg dated 5 June 1912 sets out a very different plan for the 
consolidation of Wifsta Varf: a 5 % bond loan for 14,500,000 kro- 
nor and the increase of the share capital to the same figure by the issue 
of 4,060,000 kronor of new shares. Instead of realising assets to pay 
off debts they would reduce the burden of the existing debt. A pre- 
requisite was that the capital market would be able to take over a signi- 
ficant part of that financing which had hitherto rested on SEB alone. 

The Wifsta share issue naturally had to wait until the Kopparberg- 
Hofors placing was complete. Meanwhile two bond loans were prepared, 
one for 9,000,000 kronor at 5 % and one for 5,500,000 at 57/2 %. Both 
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were taken over by SEB in association with the Sundsvall bank. By the 
end of the year about 1,000,000 kronor remained unplaced and was left 
on the bank’s hands. The placing was eased by the fact that the prefer- 
ence shareholders were entitled to offer shares in exchange for their 
bonds. The ordinary Wifsta shares were naturally strengthened by the 
issue of these bond loans and Marcus Wallenberg felt himself obliged 
to explain the situation to some of the few shareholders not in the im- 
mediate SEB circle and to advise them not to sell. The consortium agree- 
ment arranged on 24 September 1912 was limited to 14,000,000 kronor, 
ie. less than the share capital which Wifsta was to have. This was the 
nominal value of Wifsta shares which were to be sold at not less than 
110. Providentia and Diligentia participated in the consortium to a 
total of 3,500,000 kronor, of which under-participants had guaranteed 
2,750,000 kronor. If the shares could not be sold, the members of the 
consortium pledged themselves to accept at the issue-price whatever part 
of their allocation had not been disposed of by 15 September 1913; 
they were, however, given the right to borrow on the security of such 
shares at par from SEB. Alfred Berg, Joseph Nachmanson and B. A. 
Akerstrém were to be in charge of the transaction, and they were author- 
ised if necessary to buy shares to maintain the price. 

SEB financed the operation through a special Diligentia account on 
which were debited the costs of shares taken over. The usual rate seems 
to have been 96, but the biggest holding, 5,684 shares for Civitas, was 
only debited at 1,136,800 kronor, i.e. their book value according to 
Civitas. When the affairs of the consortium were finally settled, however, 
Civitas received a further payment of 1,707,000 kronor which was 
noted as ‘Endliche Zahlung der Wifsta Aktien’. This represented the 
sum remaining when the special Diligentia account was liquidated with 
10,876,000 kronor; 1,228,000 was transferred to the bank’s commis- 
sion account. Also transferred to this account was 531,000 kronor from 
a Wifsta Varf interest account. If it is assumed that to the end of 1910 
Providentia had paid 4,484,000 kronor for the shares, there would have 
been 116,000 kronor remaining. This did not go far as compensation 
for the additional sum of 2,600,000 kronor granted to Hofors when the 
shares were sold to Providentia. This outcome was largely a consequence 
of the terms of the agreement with the consortium. The sale did not by 
any means imply full compensation for previous outlays. 
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When the public issue opened in the autumn of 1912 everything 
looked promising although the shares must have been offered in small 
parcels. But on 12 October, ‘Black Saturday’, the stock market collapsed 
(p. 501). Nachmanson noted with satisfaction that SEB had been very 
discriminating in the speculative paper it had accepted as securities for 
loans, and also that they had got the Wifsta shares placed in time. By 
this he cannot have meant that the consortium had succeeded in placing 
them with the general public, but that SEB had managed to assemble a 
consortium, in which the SEB group was involved only to a limited ex- 
tent, to take over the shares. Among the holding companies, only AB 
Servator held Wifsta shares. The bank supported the consortium, which 
suffered from the decline on the Stock Exchange, through big loans. In 
September 1913 SEB lent 7,796,000 kronor on the security of 78,100 
Wifsta shares to six members of the consortium. By the end of the year 
there had been advances to seventy-seven borrowers on the security of 
96,051 such shares. The sum rose still higher in 1914 and did not really 
begin to decline until 1915. 

The task of consolidating Kopparberg-Hofors and Wifsta Varf 
brought problems that were similar in a number of respects. These firms 
offered large potential areas for the placing of money. Great amounts 
of capital were needed over long periods. The bank leaders showed a 
determination to get out of commitments of this sort. They wanted the 
business they engaged in as short-term engagements really to be so. 
Here, the Stockholm Stock Exchange was of the greatest assistance. In 
one year the Kopparberg-Hofors commitment fell from 12,000,000 to 
1,233,000 kronor, and Wifsta’s debts from 4,190,000 to 75,000. The 
finance provided by the bank now came to consist largely of working 
capital. With the help of stockbrokers, SEB’s owner interests were for 
the most part either disposed of or were in the process of being placed 
with a large number of private individuals. That something of this sort 
could be done was a sign that Sweden now had a stock market to be 
compared with those of the older industrial countries. It implied greater 
possibilities for financing internally the process of industrialisation that 
was occurring in Scandinavia around the turn of the century. The strate- 
gic réle which SEB had played in this process could to a great extent 
now be taken over by other financiers. 
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STOCKHOLMS ENSKILDA BANK 1886—1914 


The object of this work has been to present a picture, based on original 
sources, of the activities of Stockholms Enskilda Bank from January 
1886, when K. A. Wallenberg took over the direction of the bank on the 
death of his father, until the outbreak of the first world war in 1914. 
The story has been dominated by big credit transactions which have 
been described in considerable detail. It is not easy to summarise the 
often confused course of events and of necessity broad generalisations 
have to be made. But a summary is needed, not least to clarify some of 
the findings of the investigation. This concluding chapter consists first 
of a brief restatement of the main lines of development and then of an 
analysis of the function of the bank in the economic life of the period. 


1. Chronological outline 
The position of Stockholms Enskilda Bank at the beginning of 1886 was 
still strongly influenced by the aftermath of the crisis which had struck 
it in 1879. The main cause of this crisis had been that the bank had over- 
extended itself, mainly in railway and industrial bond investments. The 
bank’s own capital was small at this time and loanable funds had been 
acquired principally through the great increase in deposit accounts 
which occurred during the boom of the 1870s. The situation which thus 
arose became precarious when a large number of depositors more 
or less simultaneously began to withdraw their money, before the enter- 
prises in which the bank had invested were showing profits. The depres- 
sion of the 1880s did not help matters. A considerable part of the bank’s 
resources was still tied up, above all in railway bonds and in AB Atlas 
and Hofors AB. The funds which came in 1879 from the state railway 
mortgage fund and from a new issue of unlimited liability shares, were 
used mainly for the less risky purpose of discounting bills, i.e. for pro- 
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viding working capital for Sweden’s productive system. The bank took 
a cautious attitude towards industrial innovation and the foundation of 
new firms. 

The new regime at once came to be characterised by intense activity. 
On the one hand SEB developed new lines of banking activity and on 
the other it worked to ensure the profitability of those firms in which the 
bank’s funds were tied up. K. A. Wallenberg’s main concern was to 
raise profits through banking operations. Marcus Wallenberg, who be- 
came his principal assistant in 1890, interested himself primarily in the 
task of reorganising the business of the bank’s industrial clients; he 
did this work with increasing independence until in the end he held the 
leading position in the bank. 

The first consideration always had to be the fact that very little 
liquid capital was available, and K. A. Wallenberg looked around for 
business that would bring in good returns without capital outlays. Such 
business was to be found in bond dealings, but not in the sort of long- 
term transactions undertaken in the 1870s which had involved a long 
time interval before the stock could be placed on the capital market. It 
was essential to deal only in bonds which could be placed immediately 
and to this end it was necessary to have contacts in the cheapest market 
for each type of loan. It had become apparent that firms like those of 
C. G. Cervin, Louis Frenckel and Isak Gliickstadt could act as inter- 
mediaries in this way, but there was a growing tendency for such men 
to have a bank behind them. Early in his career Gliickstadt became the 
head of Den Danske Landmandsbank, while considerably later Frenckel 
achieved the same position in Stockholms Handelsbank. The decisive 
factor, however, was the contact established by these men with the cheap 
capital markets abroad—in the 1880s above all with Germany—con- 
ducting their business as representatives of a consortium. It was espe- 
cially important for K. A. Wallenberg that, partly with the help of 
Ernest Thiel, himself a leading banker, he gained acceptance as the 
Swedish representative in Gliickstadt’s consortium. 

K. A. Wallenberg maintained this contact with Gliickstadt who had 
connexions with the English as well as the German capital markets, but 
in 1891 he also persuaded the Crédit Lyonnais in Paris to take over a 
Swedish government loan. Thereupon he developed this connexion deter- 
minedly into a consortium of which Gliickstadt became a member, and 
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played a leading réle in negotiations with Danish and N orwegian clients. 
Negotiations with Paris were always conducted by K. A. Wallenberg. 
His status as an international loan negotiator depended above all upon 
his position as the representative throughout Scandinavia (including Fin- 
land) of the Crédit Lyonnais and of the Banque de Paris et des Pays Bas. 
This position came to be highly advantageous when the other foreign 
capital markets, particularly the German one which had its own in- 
dustrial revolution to finance, in the 1890s found their loan-placing ca- 
pacity reduced. A further advantage, at the time invaluable to SEB, was 
that the French banks were very quick to place their bonds, with the 
result that resources were never tied up in such transactions. In fact 
SEB gained additional opportunities to make profits in so far as it was 
able to invest the sums thus raised until they were needed by the borrow- 
ers. In short, bond dealings provided SEB with loanable funds which 
were used primarily for loans to other banks but which were also very 
useful in foreign exchange transactions. 

SEB had been a pioneer among Swedish banks in adopting from com- 
mercial capitalism the notion that foreign exchange transactions might 
be a convenient and cheap source of liquidity. In general this was a type 
of business which did not call for large capital investment but did require 
technical skill and a good business sense. SEB had for long been obliged 
to conduct its foreign exchange business through foreign credits, but 
in the 1890s its assets in an increasing number of foreign accounts began 
to provide the basis for such business. 

The bank’s earnings were rising appreciably even before 1890, but it 
was some time before this was reflected in the distribution of higher 
dividends to the shareholders. The increased income was used, unknown 
even to most of the directors, to write down some old commitments. To 
bring this about methods of book-keeping were adopted which had 
probably never before been used in Swedish banks. It was not until 
1894, when a new issue of shares had considerably increased SEB’s 
capital, that it became generally known that the bank had recovered all 
the losses of 1879. Nevertheless no repayment of capital was made to 
share-holders as had been done in 1876, but instead a bonus issue of 
stock was arranged which drew only slightly on the bank’s funds. The 
policy of concealed writing down was continued, enabling further con- 
solidation to take place. 
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For a long time the greatest increase of funds came from the receipt 
of money on deposit. Of the older types of account, cheque accounts 
and deposit accounts, the latter had become by the 1880s a facility 
largely for the bank’s big customers, business men and the institutions 
serving the capital market. After 1890 SEB followed the example of 
other banks in instituting capital and savings accounts, to serve a wider 
public need for the investment of small capital reserves and for the 
holding of cash respectively. The transference to the banks during the 
1890s of the public’s cash holdings diminished the need for note-issuing 
by the banks. But while the new types of account had the appearance of 
being more firmly attached to the bank than those which were merely 
lodged against a certificate of deposit, it was dangerous to lock them up 
in industrial investments, as had been the case with the large deposits of 
the 1870s. 

Though the fact was not often mentioned, there was an ever-present 
scarcity of funds suitable for industrial investment, particularly during 
the early part of K. A. Wallenberg’s leadership. In order to gain some 
return on investments already undertaken it was necessary to put still 
more money into Hofors and Atlas. These two commitments, together 
with the Ferna and Korndal bankruptcies, raised the big question for 
the directors of the bank of the leadership and lines of development of 
the firms in question. SEB’s leaders played a not inconsiderable part in 
the flurry of entrepreneurial activity which marked 1888 and 1889, two 
years of unusually easy conditions on the money market. A special kind 
of venture was the participation in the theatre loan of 1889 which 
ensured the continued existence of the Opera in Stockholm, but in other 
operations—the founding of Storviks Sulfit AB, Jarnvags AB Stock- 
holm-Saltsjon, AB Stora Bryggeriet and Luossavaara-Kiirunavaara 
AB (LKAB)—there were a number of common features. All these 
were started during the years of cheap money and there is no trace in 
SEB’s books of money lent on the security of shares to enable these firms 
to get going. The intention was presumably to obtain a large number of 
share-holders as quickly as possible, or else to manage without much 
share capital. When the undertakings proved unable to establish them- 
selves within the time expected, the bank had to provide more money or 
find help by other means just at a time when credit was tight. There can 
be no doubt, however, that even the small sums involved here imposed 
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a strain on the bank and demonstrated the inadequacy of its resources 
for industrial ventures. 

The relief brought in 1893 by the end of the Bergslag railway bond 
transaction of the 1870s did not suffice to restore SEB’s full freedom 
of action. This was not achieved until the bank first obtained a supply of 
loanable funds through the successful placing in France of the 1894 
Swedish government loan. These circumstances dictated the cautious 
attitude towards industrial undertakings and the continued need for 
further consolidation of the bank. 

By 1889 K. A. Wallenberg had already begun to work for the devel- 
opment of one of Sweden’s main natural resources, the iron ore of Lap- 
land, particularly in the region of Kiruna. To end the dispute between 
the various interests he founded LKAB and, when opposition seemed to 
have arisen from G. E. Broms, he allowed the latter’s company, AB 
Gillivare Malmfalt, to acquire a majority holding of shares in LKAB. 
However, SEB did not normally have any direct business relations either 
with Broms or with that meteoric inventor and entrepreneur, Gustaf de 
Laval. The importance of the position of merchant banks in Sweden at 
this time is indicated by the fact that both Broms and de Laval seem to 
have received their main financial support from Ernest Thiel whose 
function was to negotiate credits from various quarters. His close friend- 
ship with K. A. Wallenberg provided a special reason why SEB should 
become involved. The loan of 4,000,000 kronor granted by SEB to de 
Laval in the summer of 1896 was of great importance to all concerned. 
This loan really had the character of a short-term credit to another bank; 
the existence of such a potential borrower was one important reason why 
SEB came to be acknowledged as an intermediary for Norwegian govern- 
ment loans. But since de Laval put the money into the firm he had just 
founded and this soon ran into difficulties, it could not be withdrawn. 
There then followed a series of extremely complicated transactions which 
resulted in SEB’s undertaking responsibilities for the financing not only 
of LKAB but also of Allmanna Svenska Elektriska AB (Asea) whose 
expansion had been accelerated as a result of de Laval’s activities. 

The exploitation of the Kiruna ore now became SEB’s most exacting 
and important business, and only a few Swedish banks were willing to 
co-operate. Bond loans became the most common method of raising 
money. It came as a great relief when the government agreed to build 
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the Gallivare—Ofoten railway which the leaders of SEB had been eagerly 
promoting, e.g. through persuading a large number of banks to finance 
a private line. When credit tightened in 1899, SEB was already deeply 
committed both to LKAB and to Asea. For the former it looked abroad 
and secured a large credit which was shared equally between the Banque 
de Paris and SEB. In connexion with this credit SEB pledged itself to 
help LKAB to double its share capital. SEB’s ability to do this was 
probably due mainly to its acquisition of a large fresh supply of loan- 
able funds from Paris where a Norwegian government loan had just 
been placed. 

At the same time a successful attempt was made to place the bonds 
of Norges Hypotekbank in France as government bonds, i.e. under 
privileged tax conditions. This achievement established a useful prece- 
dent which was to prove very important in the founding of Danmarks 
Hypotekbank and Konungariket Sveriges Stadshypotekskassa. 

The policy of consolidation and the caution shown by the bank to- 
wards big industrial projects at a time when deposit funds were rising 
fast, were two of the main reasons why, in the years of depression after 
1900, SEB was able to play such an active part in the financing of 
industrial development. Bond transactions continued to maintain a good 
supply of loanable funds though the expansion of deposits was tempo- 
rarily halted in 1902, a highly critical year for the bank’s largest com- 
mitments. In that year SEB had to finance Asea since the electrical 
industry was particularly hard hit by the depression, while at the same 
time it was deeply committed in other directions. The firm of AB Die- 
sels Motorer had come into existence largely as the result of the bank’s 
initiative but its products were not easily marketed, and a great deal of 
help had to be supplied by Marcus Wallenberg. The bank also played a 
part in the introduction of Swedish telephones on to the Russian market. 
Above all the bank was engaged in financing William Olsson, an entre- 
preneur with far-reaching schemes, an embodiment of the innovator 
type. Olsson took a leading interest in transactions concerning timber 
properties, in view of the need to reorganise industrial holdings of forest 
land, and in industries using timber and iron ore. The various concerns 
promoted by Olsson in Norrbotten were slow to mature and in 1902 
most of them were amalgamated in Nordiska Trévaru AB, many of 
whose bonds were taken over by SEB. The bank also committed itself 
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to a number of other concerns in northern Sweden through Norrbottens 
Enskilda Bank which came very near to suspending payments in the 
winter of 1903. 

As a result of all these commitments—vital though they were to the 
expansion and transformation of Swedish industry—SEB was under 
considerable strain. As it was expected that the export of ore would 
increase, SEB had also given financial support to A. Johnson & Co., 
enabling this company to build Sweden’s first large ore-carrying steam- 
ers. Most important of all, however, was the help given to the construc- 
tion work which was essential if the export of Kiruna ore was ever to 
begin. To this end it seemed essential to counter the influence of Broms, 
and this led to severe conflicts. Information which reached the press 
provided fuel for a fierce campaign against the measures adopted by the 
bank. The whole episode has to be considered alongside the opposition 
of the iron industry in central Sweden to the export of ore, in addition 
to the anxiety of the Grangesberg company to prevent competition in 
this field, and the intensification of the struggle with Louis Frenckel for 
bond loans, a process which may be said to have begun in 1900 when 
he defeated SEB for the Swedish government loan. In one respect, how- 
ever, hostility towards the bank seems to have worked for a solution 
long desired by K. A. Wallenberg, namely that the state should take 
over the ore fields. As the government’s plans did not materialise, SEB 
had to bear the main burden of the cost of completing the construction 
work; Broms meanwhile negotiated with various parties for the sale of 
the ore companies whose market value was rising rapidly with the ap- 
proach of November 1902, the date when the export of ore was due to 
begin. The leaders of SEB were themselves wondering whether they 
should not try to acquire a majority of the LKAB shares but were taken 
by surprise in February 1903 when the Gringesberg company signed a 
preliminary agreement to buy the ore companies. When the sale was 
completed SEB emerged with considerable profits and relief from its 
most onerous commitment. The bank had also escaped from the need to 
Oppose some very powerful groups in Sweden’s economic life. 

For the next few years the Swedish money market was helped by a 
large inflow of foreign capital and by the fact that the export of ore, no 
longer a subject of dispute, now brought income into the country. The 
general public, which had hitherto shown hardly any interest in indus- 


604 


CHRONOLOGICAL OUTLINE 


trial shares, now became particularly interested in the continuing rise in 
the value of Grangesberg shares. Increased confidence in Sweden’s in- 
dustrial possibilities made it easier, not least for SEB, to liquidate com- 
mitments. The year 1903 saw the beginning of a period characterised 
by a greater availability of funds for big industrial projects, some of 
which were located in Norway. The knowledge of what had been ac- 
complished with the earlier resources, now largely released for other 
uses, pointed to their re-employment in industry. During the year Mar- 
cus Wallenberg urged that the bank should arrange for a fresh issue of 
its shares to increase further its potential in this field; the financing of 
industrial enterprise was his concern above everything else. He only 
managed to get a modest increase, and this was paid in during 1904, 
but bigger issues followed, in 1906, 1910, 1911 and 1913. He had less 
difficulty in causing the bank to engage in the founding of new con- 
cerns. 

To help the export industries a contribution was made to the develop- 
ment of Swedish trans-oceanic shipping, through the establishment in 
co-operation with Det @stasiatiske Kompagni of a line to South Africa. 
This project itself met with little success but it prepared the way for 
Svenska Ostasiatiska Kompaniet. 

For some years after 1903 the main area in which the bank’s money 
was invested was the electrical industry. It became important to put 
Asea on its feet and the bank found in Sigfrid Edstr6m the man to do 
this. A great deal of capital was also needed since Asea was engaged in 
manufacturing capital goods; once the bank was assured of relief from 
its ore commitments, large sums were promised to Asea. Marcus Wal- 
lenberg also took the initiative in the promotion of a number of other 
concerns to support Asea, in Sweden particularly Yngeredsfors Kraft 
AB. This project involved a good deal of technical pioneering work and 
it was a long time before the bank could withdraw from this commit- 
ment. 

Even more significant, however, were the commitments in this field 
undertaken in Norway. Political relations between Norway and Sweden 
were deteriorating rapidly and a final breach occurred in June 1905. 
Resentment was felt in Norway at the fact that SEB represented the 
French consortium which was handling the government loans. At the 
same time SEB was actively engaged—certainly more than any other 
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bank—in encouraging Norwegian industrialisation through the devel- 
opment of its waterfalls. Certain other minor commitments, notably at 
Orkla Grube, were undertaken to assist the development of Norway’s 
mineral resources. The waterfall transactions began with the acquisition 
by the SEB group of a majority shareholding in a concern led by Sam 
Eyde and Knut Tillberg. These two had bought up several large water- 
falls and had also begun to invest money in a new method of producing 
artificial nitrogenous fertilisers by electricity. SEB financed the neces- 
sary experiments on an industrial scale for this process, and then turned 
to the Banque de Paris which agreed to take a large share in Norsk 
Hydro-Elektrisk Kvelstof A/S founded in December 1905. When the 
time came for further expansion and a great deal of new capital was 
required, co-operation was arranged with Badische Anilin- & Soda- 
Fabrik. Most of the business passed into foreign hands in 1907 and SEB 
recovered most of the money it had advanced. 

The bank also engaged in other Norwegian waterfall business, in- 
volving two types of problem. The risks of building were preceded by 
an even riskier stage, i.e. the buying of property for building power 
stations before there was any certainty what the power would be used 
for. Later, when political complications in Norway had further increased 
the risks of this type of transaction and when a fall in deposits and the 
burden of heavy timber commitments in Sweden had made things even 
more difficult, SEB in 1910 withdrew from waterfall transactions and 
reduced appreciably its commitments concerning Norsk Hydro. Never- 
theless Marcus Wallenberg continued to take an active interest in this 
firm, helping for instance to find a new man to take charge of its admin- 
istration; the promoter Sam Eyde was primarily interested in new ven- 
tures whereas a concern like Norsk Hydro, once established, needed 
above all a capable administrator. 

As the bank’s own resources increased, the loanable funds brought in 
by bond transactions became increasingly less important. Nor was there 
the same concern for attracting deposits from the public and these only 
increased in so far as they expanded through compound interest. This 
is to be seen alongside SEB’s development into a de facto issuing bank. 
Bond business involved stiff competition and the placing of bonds in 
other countries came up against both commercial and political barriers. 
In addition, foreign banks became less interested in Scandinavian loans 
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when they came to deal with gigantic loans to other governments more 
Closely allied to their country, loans moreover which also produced 
large orders for their own industries. About this same time the arma- 
ments race began between the great powers and as a consequence inter- 
est rates outside Scandinavia came to conform more closely with rates 
inside. However, foreign money markets remained slightly cheaper and, 
to draw maximum benefit from this state of affairs, Scandinavian banks 
were founded in Paris and London. In this way the habit of co-operation 
within Scandinavian consortiums which K. A. Wallenberg had cultivated 
for bond transactions developed along new lines. 

The central core of the bank’s business had now definitely shifted 
into the sphere of big industry. The phase of electrical developments was 
succeeded by a period of interest in timber. The way for this had been 
prepared by the previous dealings with William Olsson which had led 
among other things to the establishment of Nordiska Travaru AB. The 
first serious steps were taken in 1906 with the financing of the purchases 
of a majority of shares in Wifsta Varfs AB and Kopparberg-Hofors Sag- 
verks AB. These transactions were at first intended to be short-term 
affairs but, partly because of the depression of 1907, the bank’s resources 
remained tied up to an extent far exceeding the ore dealings. All these 
transactions were affected by Sweden’s increasing shortage of forest. 
One factor which may have hit Nordiska Travaru AB particularly badly 
was the passing of the so-called Norrland law combined with other 
restrictions on the exploitation of Norrland timber. The best answer to 
the new situation was found to be the manufacture of cellulose, i.e. a 
more intensive use of the timber that could be felled. SEB had now 
staked so much in forestry that it tried to gain relief from some of its 
commitments, but it also took all measures within its power to strengthen 
the undertakings concerned and to make them able to pay at least the 
interest on their capital. This was done in various ways. With Nordiska 
Travaru AB a reconstruction was undertaken in the course of which the 
bank suffered great losses. It was not until after 1910 that SEB helped 
in the erection of pulp factories but before returns from these had had 
time to appear, the SEB group sold its shares at a further loss. 

The easiest solution was found with Kopparberg-Hofors where it was 
only a question of putting the right man, Emil Lundqvist, in charge. 
Wifsta Varf on the other hand required large capital sums to develop 
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the manufacture of wood pulp. Thereafter both concerns produced a 
reasonable profit. Meanwhile the development of the Stockholm Stock 
Exchange into an efficient market in which the general public could buy 
and sell shares meant that SEB now found it considerably easier to gain 
relief from engagements which were becoming too burdensome. In 1910 
there began a period of close co-operation with the brokers which 
enabled SEB to shed most of its commitments concerning the last two 
companies, as well as Asea and Svensk-Dansk-Ryska Telefon AB. The 
negotiations with the brokers were mainly carried out by SEB’s new 
deputy managing director, Joseph Nachmanson. These were also years 
in which the system of holding companies was further developed. The 
practice had been inaugurated in 1899 with the formation of AB Provi- 
dentia, at first wholly owned by the bank, and it culminated in 1916 in 
AB Investor which SEB partially owned. Such companies were useful 
for handling share business in the bank’s interest and for administering 
the valuable portfolio of shares acquired by the bank over the years. 
This was a valuable reserve when there was a question of undertaking 
new types of business and was also important when it was thought 
desirable to retain an owner’s influence in a company which was a client 
of the bank. 

By financing consortiums and holding companies and by building up 
its own considerable share capital SEB had put itself in a position where, 
more than ever before, it could engage in financial promotions, in trans- 
actions which indeed contained a big element of risk and which required 
both working and construction capital. As the only Stockholm bank 
without provincial branches which had resources adequate for the needs 
of big industry, Stockholms Enskilda Bank had attained the position in 
Swedish banking it still holds today. 


2. Banking and economic development 


This work has attempted to describe the part played by one bank in the 
financing of industrial development in Sweden, or in other words the 
operation of the capitalist system as seen through the history of that 
bank. SEB and its leaders combined with banking the function of in- 
dustrial promotion and thus afford some insight into the problems faced 
by the ordinary entrepreneur, including the help or hindrance to be 
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expected from government and local authorities. Most histories of this 
period have been written in terms of government and other political 
problems. Apart from the papers of politicians the main primary sources 
used have been parliamentary papers, together with published pamphlets 
and newspapers. It often appears from these sources that public opinion 
about business and industrial conditions was ill-informed; instances of 
this have been given in the foregoing. Public opinion was sometimes 
misled by propaganda in the interests of competing groups of financiers. 
Certain novelties like the limited liability company were sometimes 
misused by desperate promoters in dire straits, with the effect of dis- 
crediting the men of the industrial revolution. It is not surprising that 
contemporary political opinion viewed industrial development with some 
scepticism. In order to understand the developments of the period, it is 
necessary to turn to business records as well, among which those con- 
cerned with bank finance are of central importance. It is of course 
dangerous to generalise from the experience of one bank alone. Never- 
theless the different approach taken in this work, and the new aspects 
of economic life revealed by it, justify certain tentative conclusions. 
Further research will be required, however, to make the picture com- 
plete with all the necessary nuances and revisions. 

At the turn of the century there was a general belief in Scandinavia 
in laissez faire principles, modified, however, by the view that moderate 
tariff protection might be justified on grounds of nationalism. Business- 
men and industrialists mostly worked on quite different tracks from the 
politicians. An excellent instance of this is to be found in the close co- 
operation being established between Swedish and Norwegian business- 
men at precisely the time when the political Union between the two 
countries was fast approaching crisis and dissolution. There was a tend- 
ency for a clear line to be drawn between politics and economics. 

It does not follow that national and local authorities played an insig- 
nificant or wholly negative part in the transformation which took place. 
At the same time as the economic liberalism of the mid-19th century 
gained acceptance in Sweden, the government began to pioneer the 
development of one essential prerequisite of industrialisation, a railway 
system—to build which required a great deal of capital. The tradition 
thus established was maintained in the 20th century; it was based in no 
small measure upon the fact that it was easier for governments than for 
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private institutions to borrow abroad. Through foreign loans, mortgage 
institutions and local authorities secured capital for investment in houses, 
drainage and water-supply systems, gas and electricity works, and all the 
other public utilities needed for the rapidly growing urban communities. 

The provision of finance by government bodies and by mortgage 
institutions was limited, however, to meeting the incidental consequences 
of industrial development; it was left to the merchant and the commer- 
cial banks to raise the bond loans required. It was expected that the 
keen competition for the privilege of acting as intermediary for such 
loans would keep them cheap. The archives of SEB make it possible to 
follow the story of how such loans were in fact handled. Consortiums 
were brought together, the members of which had contacts with every 
type of borrower or lender, making it possible to meet the varying needs 
of different clients. The bank likely to win each competition was the 
one which could turn to the consortium with the best connexions in the 
cheapest capital market. SEB organised its own consortium and estab- 
lished close collaboration with the French market. This was a market 
particularly well suited for government loans and SEB made efforts to 
widen the use of it by working for the establishment of state-owned 
mortgage institutions and for the state purchase of railways. It is clear 
that it was thought desirable to reserve the home capital market for 
industrial needs. 

Long-term borrowing abroad for industrial undertakings proved dif- 
ficult and expensive. Foreign lenders were inclined to demand rights of 
ownership, but SEB wanted to avoid granting such rights. To supple- 
ment its own financial resources the bank tried to interest state or local 
governments in mining, railways and power installations, but the au- 
thorities proved very reluctant to acquire such enterprises and to under- 
take the risks inherent in them. The Swedish government assisted with 
loans and grants in setting up trans-oceanic shipping lines; this help was 
regarded as a national duty and did not affect any existing concern. The 
construction by the state of the Ofoten line also followed Swedish 
precedent, but the government required the mining company con- 
cerned to guarantee against the certain losses the state would suffer. 
Repeated attempts to persuade the government to buy the ore fields 
failed. Similarly it proved impossible to persuade either the town of 
Kristiania to buy the power station that served it or the Norwegian state 
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to buy the waterfalls and power stations belonging to the Norsk Hydro 
group. 

Legislative bodies were not merely unenthusiastic but were some- 
times even actively hostile towards the promotion of new industries. This 
may have been due partly to the critical attitude of the press, but another 
reason was the attitude of the farming community; this large group of 
the population had a dominating representation in the elected assemblies. 
In Sweden their power was modified by the First Chamber of the Riks- 
dag which was controlled by civil servants, landed proprietors and entre- 
preneurs. Only the last group could be counted on to show interest in 
and understanding of the trend towards industrialisation. But they too 
might offer resistance if they saw in any new development a threat to 
existing concerns, as was the case with the Lapland iron ore. When 
representatives of industry and agriculture combined to support pro- 
tective tariffs, it must have been essentially to defend the existing struc- 
ture of production, not to create a new one. 

The farmers must have viewed the growing industrial concerns as un- 
welcome competitors for labour. Moreover, when the companies sought 
to acquire property in order to gain access to natural resources their 
actions often caused great upheavals in the ownership pattern of various 
parts of the country. In Sweden the local electoral system, being based 
on property ownership, was a further source of irritation since it gave 
the companies concerned a good deal of power in community affairs 
as well as in the First Chamber of the Riksdag. When people saw the 
extent of the purchase of property by the companies, laws were passed 
to limit this—in Sweden the Norrland law relating to timber lands and 
in Norway the laws relating to waterfalls. It is particularly interesting to 
note that the industrial working classes, themselves a creation of the 
industrial revolution and the heirs to the political powers of the farmers, 
supported this legislation. As labour disputes grew in intensity, industrial 
workers came to regard the industrialists as their enemy and as repre- 
sentatives of the capitalist system which they should try to abolish. 
Arguments in favour of intervention were brought forward by radicals 
of the left, by opponents of capitalism, by conservatives and by nation- 
alists. That the measures adopted in Sweden were fairly moderate must 
be attributed partly to the restraining influence of the First Chamber 
and partly to the fact that the exploitation of natural resources was only 
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to a small extent directed by foreigners, or brought about by means of 
foreign capital. The king and the governments, which still had a non- 
elective element of real importance, seem to have been more favourably 
disposed towards economic innovation than the elected representatives 
of the people. Paradoxically the new economy seems to have found most 
support among people who in politics represented the old régime. 

The same is apparently true as far as the commercial banks were con- 
cerned. They had originally received their charters from the government 
against the wishes of the Riksdag and above all of the farmers. The most 
startling innovation in banking law during this period, the Act of 1897 
which transformed the Riksbank into a central bank with a note-issuing- 
monopoly, was not directly connected with the economic transforma- 
tion of the country. It represented a victory of farmers over government 
and was directed against the private note-issuing banks. Attempts were 
also being made to end the unlimited liability of the share-holders of 
such banks which enabled them to function with less capital of their 
own. SEB regarded these developments with alarm but during the years 
considered here it suffered no disadvantage from them at all. On the 
contrary it benefited from the greater rediscounting facilities that were 
offered. SEB succeeded in retaining the principle of unlimited liability 
but, as its own capital increased, the point lost its former importance. 

Of much greater significance for industrial development was the ques- 
tion of the right of banks to function, as in continental Europe, as 
banques d'affaires and to play an active part in founding new enter- 
prises. Here the authorities adopted a wait-and-see policy. When permis- 
sion was finally granted to ordinary banks to set up subordinate issuing 
banks, the concession was hedged about with so many restrictions that 
no bank ever took advantage of it. These restrictions had their back- 
ground in the great importance the banking laws attached to stability. 
The whole purpose of the strict state control to which the banks were 
subjected was to protect share-holders and depositors; there was other- 
wise no supervision by the government of the use made of bank credit. 
But the government insisted that banks should not take the risks attached 
to the financing of industrial innovations. 

During the critical early years of industrialisation the government’s 
Bank Inspector was Robert Benckert, and it was he above all who had 
to put this principle into practice. He did so both skilfully and energeti- 
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cally. With grim humour he drew attention to SEB’s tendency to com- 
mit itself and its inadequate means to risky enterprises, and he was not 
deceived by various book-keeping devices which conflicted with the law. 
In fact, the system of concealed assets which gave SEB a great deal of its 
strength was developed against his will. He refused to sanction the bank’s 
financing of new enterprises, even by means of assets that were immedi- 
ately written off, and he condemned the use of Providentia for such 
purposes as long as it was owned by the bank. During these years of 
argument a system was evolved whereby such promotions were under- 
taken by persons nominally distinct from the bank—either individual 
members of a consortium, or industrial companies or holding companies 
—who borrowed from the bank the money needed on the security of 
shares deposited with it. Although the law and the Bank Inspector were 
trying to enforce caution they hardly at all hampered the bank’s devel- 
opment as a de facto issuing bank. Appearance and reality were a long 
way apart. 

That the industrial revolution came about despite the politicians was 
partly due to the fact that the latter could not, or perhaps thought that 
they should not, restrict private interests. Norrland farmers found it 
compatible with their interests to sell their property to timber companies 
on a vast scale, as did Norwegian farmers to sell theirs to the developers 
of waterfalls. Workmen in their thousands found that the new industries 
provided better conditions than other comparable employers even 
though they might be required to settle in previously almost uninhabited 
places like Kiruna or Rjukan. The decisive factor was that the new com- 
panies were willing to pay whatever was demanded by people who had 
something to contribute to the new forms of production. This circum- 
stance brought finance into the very centre of the picture. 

One of the main tasks of the banker was to form an opinion about 
the merits of every individual application for a loan. This was just as 
true of his dealings with the small businessman who wanted to discount 
his bills to get working capital as it was with the big entrepreneur 
with far-reaching plans for new establishments. The latter needed money 
not only to set up factories and provide the necessary transport and raw 
materials but also to buy labour, inventions and the right to use natural 
resources. In this category were men like H. N. Andersen, Ragnvald 
Blakstad, G. E. Broms, H. T. Cedergren, Sam Eyde, Gustaf de Laval, 
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William Olsson and Knut Tillberg, men who were always ready to try 
out the industrial possibilities of a new idea and to found companies for 
that purpose. Some of them were innovators purely and simply, men of 
ideas and imagination wherever big-scale operations were required, 
whether these concerned property, inventions or projects at different 
stages of readiness or feasibility. Their own means were quite inade- 
quate. When the merchant banks came to be less important, the com- 
mercial banks came forward to do the financing. The task of the leaders 
of the banks was to pick and choose among the projects set before them. 

The financing of new enterprises is a particularly difficult and risky 
form of business. That SEB came to be so much engaged in it was due 
to the fact that its leaders personally undertook entrepreneurial work 
being quite prepared to take the responsibility and to follow with close 
interest and active assistance the development of the different projects. 
The bank was their instrument and they were continually improving it 
to serve their purposes. They themselves became its most important 
customers. The distinction between their actions on the one hand as 
private individuals and on the other as leaders of the bank was extremely 
blurred and in this survey it has been necessary to present both stories 
together. This account is in fact the story of a group of entrepreneurs 
whose instrument was a banking institution. 

A detailed analysis of the accounts of the most important clients of 
the bank was an essential preliminary to the description of the financing 
of industrial development. Many of the bank’s activities did not come 
within the scope of this analysis, but some information about them can 
be deduced from the balance sheets. These reveal for instance the bond 
portfolios, claims on other banks and the holdings of certain other assets, 
such as cash and foreign bills. If these items are added to the borrowing 
analysed in greater detail, the total usually reaches more than 70 % of 
the bank’s balance sheet total. If one isolates the businesses with which 
the bank or its leaders were at some time actively concerned, the relevant 
figures never fall below 20 %; in the years 1901-1909 they were never 
less than 30 % and in 1908 they amounted to 41 %. After that date a 
large share of such business was transferred to the holding companies. 
The industrial transactions which have been the main concern of this 


book thus represent a large and increasing proportion of the bank’s 
affairs. 


614 


BANKING AND ECONOMIC DEVELOPMENT 


The detailed exposition of the financing of these enterprises shows 
that the bank played a réle more influential than is commonly ascribed 
to Swedish banks in the financing of industrial growth at this time. No 
generalisation can be made about Swedish banking as a whole, but it 
can be said that the banking laws were not a serious obstacle. What 
the opportunities were and to what extent they were used will only be 
Known after detailed research into the history of other Swedish banks. 

There were two fundamental pre-requisites for the contributions made 
by SEB, liquidity and financial strength. In the first respect the bank 
had from its earliest days been a pioneer in Swedish banking. From the 
beginning its leaders attached as much importance to being able at all 
times to place money immediately at the disposal of a client as they did 
to being able to accept deposits of money from the public, including 
institutions and companies, and to pay interest on them. They succeeded 
in doing this mainly because of their dealings in foreign exchange but 
also because they engaged in many other types of activity such as bond 
transactions and bill discounting, and because they allowed different 
sorts of bank deposits at varying interest rates. By the end of the century 
business of this sort was not the main concern of SEB; if it had been, 
the bank would surely have established branch offices in the provinces. 
On the other hand a large variety of business was concentrated in one 
place, making it possible to secure with great speed the liquid funds 
needed for the establishment of new enterprises. It was possible for in- 
stance to use the loanable funds received from bond transactions to make 
a big advance to Gustaf de Laval in 1896, or to combine operations of 
this sort with help from a foreign bank, as with the French credit for 
LKAB in 1899, or to obtain immediate entry into the nitrate transaction 
by paying in bonds as in 1904, or to secure ordinary business credit 
abroad for a customer as in the Wifsta affair in 1906. In the last example 
some of the payment was made in deposit certificates of SEB which were 
acceptable as security for loans from other banks. 

To have learnt the art of creating liquid resources over and above the 
narrow limits of the bank’s own holdings did not mean that the bank was 
unaware of the limits to its powers. A warning of the dangers of exces- 
sive commitments had been received in 1879, while the problems asso- 
ciated with the Kristianstad and Norrbotten banks in 1901 and 1903 
respectively brought SEB very close to the limits. The bank had to 
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restrict itself to a few large commitments at a time. From the middle 
1890s onwards, once the bank was no longer harassed by the commit- 
ments of the 1870s, its main interest was concentrated successively on 
Lapland ore, the electrical industry and timber. One guiding principle 
is found throughout: even if the commitment was likely to take several 
years to complete, there should always be a pre-determined time limit 
after which the bank’s money could be released for other business. This 
principle was still adhered to even when greater resources would have 
permitted longer engagements, but the bank preferred instead to under- 
take larger rather than longer commitments. 

The increase in financial strength was above all intended to create 
resources which, unlike deposits, would not be drained away in time of 
crisis, since it was often very disadvantageous at such a time to release 
funds which were engaged in new enterprises. The solution was to in- 
crease the bank’s own share capital and reserves. If the Wallenberg 
family wished to preserve its influence,—and K. A. and Marcus Wallen- 
berg together held about 30 % of the share capital—new issues of shares 
would have to be made only to the extent that the members of the family 
were able to subscribe a corresponding proportion. The consolidation of 
the bank brought obvious advantages to the family. Against this back- 
ground should be seen two important considerations. Firstly, the bank 
was always especially ready to finance new enterprises which were con- 
trolled by members of the family who were also directors of the bank; 
the profits from such enterprises enabled them to buy their share of 
bank stock in the new issues which became more frequent after the turn 
of the century. Secondly, SEB showed through its funding operations a 
readiness, unusual at that time, to take a long-term view of a company 
or a bank. In both ways it may be said that the bank itself created the 
greater part of its share capital which expanded considerably over this 
period. 

With increasing strength and liquidity the bank attained a better posi- 
tion for financing the establishment of new enterprises and the recon- 
struction of old ones. Certain common features are to be found in the 
progress of those affairs in which the bank played some part. An entre- 
preneur may find that a certain combination of factors is likely to pro- 
duce a higher value than before; a new railway, for instance, may lead 
to building and thereby increase the value of land or make it worth 
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while to mine certain ore deposits; a new invention may make it worth 
while to develop waterfalls; a piece of property may become more valu- 
able in the hands of a new owner who is better able to exploit its pos- 
sibilities; a particular invention and existing natural resources may be 
worth far more together than separately. Such combinations formed 
what have been called ‘development blocks’ (p. 155). Naturally anyone 
who conceived such a project was anxious to acquire the property in 
question, partly because he would thereby be able to make profit but 
also because it might be essential to the completion of the project. The 
exploitation of the Lapland ore was delayed by disputed claims, the 
development of Trollhattan by lawsuits which stopped the smelting 
furnace project devised by the Laval, while one single farmer might have 
held up the development of Rjukan if all the property concerned had 
not already been safely in the hands of the promoters. Apart from the 
heavy cost of construction it was often necessary to spend large sums on 
the acquisition of land. If the estimated cost of a project proved more 
or less correct it was possible after a few years to sell the site and plant 
at a profit. In order to carry through such projects it was worth while 
to borrow money even at a high rate of interest. 

The need for cash was of course reduced if the seller would agree to 
accept shares in the new concern, though then the profit would also 
have to be shared with him. This was also true if outsiders bought a 
share in the venture; at least during the first stage of Norwegian waterfall 
development any newcomer seems to have had to pay at double the rate 
paid by his predecessor entering the firm. As the project began to take 
shape its expected value rose even though it was still costing money and 
not yet showing any returns. This often created some hectic and urgent 
situations. If the promoters had not the financial resources to stand the 
strain, if the calculations of costs and dates had gone wrong, or if un- 
foreseen delays occurred, they might be faced with heavy losses. Any 
party which had contributed large sums in cash was bound to work for 
a rapid completion of the project, or else wish to sell out. Those who 
were seriously concerned in this kind of business concentrated on the 
creation of a new enterprise, i.e. on the completion of the ‘development 
block’, but were less interested in the subsequent maintenance of pro- 


duction. 
The need for cash if future profits were to be assured placed banks in 
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a strategic position in deciding which projects to support. SEB, well 
equipped from a banking point of view to finance such enterprises, must 
often have felt tempted to allow itself to be carried away by the enthu- 
siasm of persuasive promoters like William Olsson or Sam Eyde. The 
question then arose whether the bank, whose money decided the matter, 
should or should not receive more profit than the basic interest on its 
loans plus commission, since this sort of loan involved more risk than 
any other. Was it not also entitled to some continued consultation and 
control over the uses made of its money? 

SEB was first seriously confronted with these problems in the iron 
ore transactions. The financing of LKAB was complicated by the fact 
that the majority of shares and the dominating vote remained in the 
hands of G. E. Broms who set his face firmly against the admission of 
fresh shareholders. The original share capital had been acquired wholly 
through the surrender of claims in mining land. It was not until the 
export of ore had begun after the real phase of foundation was over, 
that the company acquired any liquid assets by issuing shares, and even 
then most of the funds were placed through SEB at the disposal of the 
company. The company had been built up entirely on loans, secured for 
the most part through SEB. They were partly direct bank loans and 
partly bond loans which SEB, in co-operation with other banks, had to 
try to place on the market long before the company was producing any- 
thing. The shareholders also tried to raise loans, both for themselves and 
for the company, in many different quarters both at home and abroad. 
They were also interested in holding on to their shares until they rose to 
many times their nominal value. But to raise large sums from many 
sides was especially dangerous for a concern whose advent was viewed 
with apprehension by other powerful interests. SEB was anxious to 
bring about an increase in the share capital and to acquire a part of it 
in order to secure an influence over the policy and a right to some of the 
future profits. Because the bank was only partially successful in achiev- 
ing these aims, it came to be embroiled in public controversies which 
caused a great deal of trouble. 

This episode must have been regarded as a warning of what might 
happen if financial help was sought during the early stages of develop- 
ment in too many places and without co-ordination of the various inter- 
ests concerned. The policy adopted in consequence is best illustrated 
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in the Norwegian nitrate transaction. SEB did not take any part until 
it was quite sure of full control, with a majority of shares placed in the 
hands of a consortium of private persons dominated by the Wallenberg 
brothers. As with LKAB the share-holders borrowed all the money to 
pay for their shares and only paid interest on these loans. But all the 
private loans were made by SEB. The share capital provided the com- 
pany with liquid assets, the company’s own borrowing was concentrated 
in SEB and thus all the money at this stage came in effect from SEB. 
These loans would have been impossible without the bank’s earlier policy 
of consolidation. The result was that the bank and its leaders were able 
to exercise an effective control over the early stages of new enterprises. 
The bank as such did not promote new enterprises, but only financed 
them in return for commission and interest. The risk was diminished 
because of the great resources represented by the small group of pro- 
moters. This was a form of lending moreover which demanded a mini- 
mum of administration while the enterprises were given at least the 
appearance of an undisturbed early life. 

In both the examples mentioned here SEB withdrew from the trans- 
actions at least to the extent of eventually recovering the original 
money it had risked. It is indicative of the limited capacity of the Scan- 
dinavian capital market that in the case of LKAB the money was recov- 
ered through an older firm, Trafik AB Grangesberg-Oxelésund, while 
the bank’s Norwegian nitrate interests had to be disposed of through 
French and then German financial groups. SEB’s policy involved with- 
drawal at the conclusion of the initial risk-bearing period, the stage 
which required a minimum of capital and offered the maximum profit. 
The resources thus freed could then be used for new business. 

But the bank did not confine its interest in the management and 
supervision of industrial concerns to their initial stages. A good deal of 
time was devoted to following the affairs of all the concerns which were 
clients of the bank. Sometimes SEB intervened to secure the appoint- 
ment of a new manager and it tried to ensure that newly founded busi- 
nesses continued to be efficiently managed after they had come into full 
production. Moreover the bank’s archives contain little material about 
the valuation of securities accepted as backing for loans; the main cri- 
terion was always that the credit should serve a business-like purpose. 

It may be said that in following the above policy SEB represented the 
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most capitalistic element in the capitalist system. Its function corre- 
sponds well with Schumpeter’s analysis of economic growth in 1912 (in 
Theorie der wirtschaftlichen Entwicklung). Only through bank credits 
can the entrepreneur secure what Schumpeter means by capital, Le. 
liquid assets—“a means of diverting the factors of production to new 
uses, or of dictating a new direction to production.” Banking becomes 
“the headquarters of the capitalist system, from which orders go out to 
its individual divisions.” 

Although Schumpeter was thinking mainly of the continental banque 
d@’affaires to which he was accustomed, his argument is highly applicable 
to the rdle of SEB in Scandinavia at the turn of the century. It was a 
powerful directing and inspiring force behind the industrial transforma- 
tion of the period, transmitting capital not only to industrial undertak- 
ings but also to official institutions. SEB did not allow banking laws to 
restrict its activities by making it no more than a holder of cash, a sup- 
plier of working capital or an arranger of bond loans. In addition to 
performing the tasks that, by more modern standards, the bank’s own 
funds may be said to have permitted, SEB was also providing liquid 
resources for the risky new enterprises of the day. The immediate risk 
was borne by the leaders of the bank and other well-to-do individuals. 
In other words, their private fortunes were turned into the capital requir- 
ed for the process of industrial transformation. By this means some part 
of Sweden’s small stock of capital was put to practical use for industrial 
purposes. In this way SEB helped to ensure that Swedish industry, in 
contrast with Norwegian, could be built up almost entirely on a founda- 
tion of native ownership. 
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